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To telephone a telegram just 
ask for “*Postal Telegraph” or dial the loeal 
Postal Telegraph office. In most ioecalities 


eharges will appear on your telephone bil. 


wo" minutes saved in putting your message through mean dollars saved, 

say “Postal Telegraph” and get speed. e When your message must go 
through to the other end of the wire without a hitch, say “Postal Telegraph” 
and get dependability. ¢ Postal Telegraph brings to the business of banking an 
organization geared up to its every need...ready and eager to help it carry on 
in 70,000 places in the United States and 8,000 in Canada. Ready, too, to keep 


it in touch with the entire world through the perfectly coordinated telegraph, 


cable and radio communication facilities of the International System, of which 
Postal Telegraph is a very definite part. 
e 


Postal Telegraph is the only American telegraph company that offers a world-wide service of 

coordinated record communications under a single management. Through the great International 

System of which Postal Telegraph is a part, it reaches Europe, Asia, The Orient over Commercial 

Cables, Central America, South America and the West Indies over All America Cables, and ships 
at sea via Mackay Radio. 


THE INTERNATIONAL SYSTEM 
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Posted 


-—— (THE JOURNAL COVER ILLUSTRATION: FROM A PAINTING BY WALTER DE MARIS|——+ 


HE Bank of Massachusetts 
which was opened in Boston 
in July, 1784, “to be a public 
utility and more particularly bene- 
ficial to the trading part of the com- 
munity,” had some practices that at 
this date may appeal to us as quaint. 
One practice was that if a cus- 
tomer failed to meet 
his obligations on 
time, his name was 
posted in the corri- 
dor of the bank. 
Harsh as this may 
seem in view of the 
generosity with 
which extensions are 
granted today, that 
was not all of the 
penalty. In addi- 
tion to being posted, 
where all who ran 
into the bank might 
read, the officers for 
eight months would 
not consider any 
more discounts to the 
customer _unfortu- 
nate enough to thus fall into arrears. 

With the prospect of such rigid 
discipline being imposed upon him, 
it is reasonable to suppose that every 
man having a high regard for his 
good name and his business reputa- 
tion in the community would con- 
sider well his circumstances, before 
asking for discounts, and that hav- 
ing obligations to meet at the bank 
would so shape his affairs that he 
would meet them knowing in ad- 
vance what the rule was. 

Thirty days was the limit on per- 
sonal notes; sixty days the limit on 
discounts on merchandise. 

If this practice of putting the de- 
linquent debtor “on the spot” ap- 
pears to have been severe, and to 


have caused unnecessary mortifica- 
tion, let it be remembered that then 
there was a limit to the circulation 
of the embarrassing news whereas 
today, with the commercial and 
credit agencies, the system of comity 
between banks, business houses and 
their associations, there is practically 
no limit to the cir- 
culation of such in- 
formation. 

This month’s 
cover illustration 
pictures a likely 
scene when on a fair 
day, say 140 years 
ago, a delinquent 
passed the door of 
the bank as _ his 
friends read of his 
inability to meet his 
obligations. No 
great exercise of the 
imagination is nec- 
essary to fashion the 
words with which 
the Puritanical folks 
of that time passed 

judgment upon some unlucky ac- 
quaintance who had ventured too far 
in his conduct of business. 


UT it must also be recalled that 

those times were not our times, 
that banking, having but a little 
while before been extinguished by 
the King in England as being a little 
too presumptuous an undertaking for 
the colonists, was only making a new 
beginning and must needs proceed 
with cautious steps and slow. And, 
it may well be that in other times 
still to come the people will look 
back upon the present period and 
view with curiosity some of the 
things that are now being written. 
into history. 
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When will dollars 
go to Market again 


N times of stress, the 86% of America’s 
families whose normal income is $3000 or 
less a year suffer most severely. Few of 
them have had any surplus funds to fall 
back upon. Millions have fallen be- 
hind in their bills. Many of them have 
gone into debtas deeply as their 
credit will allow them to go. 


eee EVEN with employment 
resumed, it will be a long time 
before they can get caught up. 
Much of their income will have to be ap- 
plied against indebtedness for a long time 
before they are back in the market again. 


wife are asked. 
Up to twenty 
months are allowed for repayment. 
e ee LHE vast scope of its service, 


IN this state, and in twenty-five others coupled with efficient management, 


where there is an equitable Small Loan 
Law, improvement of business does not 
have to wait until families can get even with 
their bills. Heads of families upon returning 
to work, may go immediately to reputable 
family finance companies, obtain cash loans, 
pay their bills at once, then repay the loans 
in small monthly payments which will not 
cripple their incomes. 


has enabled Household to reduce its rates 
on loans above $100 and up to $300 almost 
a third below the maximum charges al- 
lowed by law. 

e « «TO further speed the return of pros- 
perity, Household gives friendly and help- 
ful advice to its customers, thus aiding them 
to get out of debt as promptly as possible 
while spending their incomes wisely. 


eee THE foremost family finance organiza- e e 
tion in America is Household. Its 147 
offices located in 89 principal cities are 
playing a major part in getting the con- 
sumer’s dollar into market again. To hun- 
dreds of thousands of families, Household 
lends amounts up to $300 on the security 
which almost every family posses- 
ses. No stocks, bonds, or other 
bankable collateral are required. 
Only the signatures of husband and 


MONEY MANAGEMENT FOR HOUSE- 
HOLDS, a helpful booklet on budgeting 
4 family income, leading to the happiness of 
financial security, is offered without charge 
to all, Telephone, call, or write for a copy. 


HOUSEHOLD 


FINANCE CORPORATION... 


we : Palmolive Building, Chicago,. Illinois 
. (147 Offices in 89 Principal Cities) . 
(Consult your telephone directory for the office nearest you).. 


a the dial to your NBC Station every Tuesday night at 8:00 Central Standard Time and listen to the Household Hour, 
featuring America’s foremost stars of the opera, concert, and stage, as well as leading thinkers in affairs of national importance. 


Speeding the end of the depression ... 


Getting hundreds of thousands of families out of debt and into the market for the goods of producer 
and seller is the function of Household, America’s foremost family finance organization. Last year 
Household lent over $66,000,000 for paying accumulated bills, thus enabling more than 330,000 fam- 
ilies to use most of their income for buying. How Household operates is described in this advertise- 
ment, part of a campaign in leading newspapers. For further facts about the economic importance of 


small loans to families, write to Dept. A9, Household Finance Corporation, Palmolive Bldg., Chicago. 


When writing to advertisers please mention the American Bankers Association Journal 
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This Month’s Journal 


and 


Your Own Bank 


HIS November JOURNAL contains an article by D. Richard 

Young on the growth of the steel industry in the United States— 

past profits, present prospects, new processes and new demands. 
Several months ago a great scientist was addressing an organization 
of steel manufacturers. He said that he could see no threat to the 
supremacy of steel and its alloys, and that he knew of no metal being 
developed in experimental laboratories which had even a remote 
chance of displacing steel. This fact should interest bankers because 
the story of steel is also a banking epic. 

Why does the steel industry require constant additions of capital? 
How much has the capacity of American steel mills increased during 
the last ten years? Is steel a dependable barometer of business? 
What reasoning guided leaders of the industry in deciding upon a 
reduction in wages? Why are prices of steel relatively high? What 
part of the 1931 output is being taken by the automobile industry? 
The answers to these questions and many others are in Mr. Young’s 
article called “Profits in Iron and Steel.” 


N. STRONCK furnishes some general and specific rules for 
@ determining the right type of assets in which to invest de- 
positors’ and stockholders’ funds. It is easy enough, he suggests, to 
chart a financial plan during a period of rising security and real 
estate values, increasing deposits and healthy business activity. Con- 
ditions today test banking skill. An analysis of deposits to determine 
their character and degree of stability, is the first step and most 
important. Mr. Stronck proposes certain broad principles for guid- 
ance among which are these: The greater the proportion of time 
deposits, the greater may be the volume of long-time investments; the 
greater the seasonal and current fluctuations the greater need be 
primary and secondary reserves; and the greater the proportion of 
large accounts to the total, the greater need be primary and secondary 
reserves. 


ILBERT T. STEPHENSON, writing under the title “England’s 

Modern Methods for Settling Estates,” gives trust men in this 
country the benefit of his recent observations of fiduciary practice in 
England. Many of the common problems which the trust business in 
America is eager to solve have already been overcome in England 
and Mr. Stephenson tells how this was accomplished in each instance. 
Some of the facts contained in this article were taken from Mr. 
Stephenson’s book, “English Executor and Trustee Business,” recently 
published by Harper & Brothers. English executors or trustees oper- 
ate under one uniform set of laws passed by Parliament about six 
years ago. These statutes provide wide powers so that the work of 
administering estates does not depend so much on the exact terms of 
the trust instrument or court orders. Moreover English trust men 
have easy access to the courts in case of necessity. In the matter of 
branch trust offices, the article suggests, America can learn much 
from England where the practice has been to establish relatively few 
trust branches compared with the total number of branch banks. 


V. SHANNON finds no basis for pessimism in the outlook for 

@ American cotton. ‘“What’s Ahead for Cotton?” is an article built 
on facts and careful deductions. The author consults the record for 
thirty years back and makes the interesting discovery that the largest 
cotton crops have occurred in the years of greatest business depres- 
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NO NEED 
TO 
LOSE MONEY 


A window is silently opened 
.. . the beam of a flashlight 
locates the bureau drawer... 
rings, pins, and a thick wallet 
tumble into a pocket... as 
stealthily as he came the house- 
breaker goes... 

The jewelry is insured; the 
money is gone forever. 

There is no need to lose 
money. A. B. A. Cheques do 
not tempt thieves. They know 
this insured money is useless to 
anyone but the owner. If your 
A. B. A. Cheques are stolen, 
your money is still safe—every 
cent will be refunded. Keep 
A. B. A. Cheques in the house 
instead of cash. 


CHEQUES 


CERTIFIED 


OFFICIAL TRAVEL CHEQUE OF 


AMERICAN BANKERS ASSOCIATION 
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Philadelphia s 


Largest and Oldest 


Bank 


SEPTEMBER 19, 1803, one hundred and 
twenty-eight years ago, THE PHILADEL- 
PHIA BANK began business. At that time 
it occupied a leading place among the 
forty banks then in existence. Today 
this institution still maintains its posi- 
tion of leadership. 


Many banks are old—but not large: 
many banks are large though relatively 
new. To have survived the crises and 
changes of more than a century is an 
indication of strength and soundness. 
To have maintained leadership in the 
face of changing times and methods is 
proof of excellence of service consis- 
tently maintained. 


Age should mean something other than 
the mere will to survive; greatness, 
more than an accumulation of figures. 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Profits, $46,000,000 


sion. Abnormally large crops were fol- 
lowed in each instance by sharp curtail- 
ment of acreage and prices firmed accord- 
ingly. He says that the future trend of 
prices depends on three factors: the 
amount of cotton withheld from the mar- 
ket by producers and country merchants, 
the extent of acreage reduction and the 
amount of increase in consumption dur- 
ing the next six to nine months. 


E E. AGGER weighs some of the better 
¢ known prescriptions—curative and 
preventive—now being applied to the 
problem of unemployment. He discusses 
the various types of unemployment and 
shows how each requires a certain amount 
of individual treatment. Seasonal unem- 
ployment affects some industries to a con- 
siderable degree while others feel the ef- 
fects of such fluctuations relatively little. 
Technological unemployment is a more 
recent phenomenon, or, at least, its seri- 
ous aspects are more recent. Finally, 
there is the kind of enforced idleness 
which has been an outstanding factor ag- 
gravating the present low degree of eco- 
nomic vitality, namely cyclical unemploy- 
ment. Prof. Agger believes that the 
swings of the trade cycle can be rendered 
less violent by careful study and better 
control of business operations. “There 
are a number of large firms,” he says, 
“which through well organized statistical 
departments keep fully informed about 
movements of production and of trade in 
general, about commodity prices, money 
rates and credit conditions, and on the 
basis of such knowledge they can intel- 
ligently map out their policies.” 


HARLES F. SPEARE believes that 

the statutes governing the legality of 
railroad bonds for investment by savings 
banks and trustees presents the paradox- 
ical situation of being at the same time 
too rigid and too liberal. He cites as 
proof of inelasticity the fact that the re- 
strictions had to be relaxed twice during 
the last ten years. With reference to a 
majority of issues affected he says that 
the statutory demands have been too 
strict, while the so-called legal list in- 
cludes bonds which do not belong there. 
He believes, on the one hand, that it will 
be necessary to avoid restrictions which 
penalize sound corporations during in- 
evitable cycles of reaction, and on the 
other, to avoid bringing in bonds of in- 
ferior quality just for the sake of enlarg- 
ing the field of legal issues. He suggests 
a change in the provision requiring that a 
road must have paid dividends on its cap- 
ital stock in five of the six years preced- 
ing the investment. A regulation of this 
kind, he says, means that a railroad will 
sometimes strive to maintain its dividend 
when it would be much better to re- 
duce it. 


R. MAX WINKLER tells why gov- 
ernments occasionally find it difficult 

to repay money borrowed abroad. He 
points to twelve forms which this type of 
defalcation can take, ranging all the way 
from a delay in payment of interest 
charges, to complete repudiation of both 
interest and principal. Governmental de- 


— 
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faults are not a frequent occurrence, not 
more than 1.3 per cent of the world’s total 
indebtedness being at present thus classi- 


fiable. The information contained in this | 


concise analysis is of a sort that should 
help investors avoid loss and disappoint- 
ment. He holds that a considerable de- 
gree of responsibility rests on the lenders 
and that there would be few defaults if 
the borrowing nation always received 
fair treatment. “The lender,” declares 
Dr. Winkler, “is at least as much morally 
responsible as the borrower, if not more 
so, to insure that a given loan does not 
carry in itself the seeds of eventual de- 
fault.” 


VER C. OLSEN discusses another side 
of the situation affecting foreign 
bonds. He believes that a council of for- 
eign bondholders in the United States for 
the purpose of collecting and distributing 
unbiased informa- 

tion concerning 

foreign bond is- 

sues, would do 

much toward check- 

ing the _ erratic 

course of quota- 

tions in this group. 

He describes the 

way such organiza- 

tions function in 

other capital ex- 

porting countries. 

In the event of de- 

fault or difficulty 

in meeting payments it is able to render 
valuable assistance in obtaining a settle- 
ment. The whole question, says this au- 


thor, centers in the necessity for con- 


certed action and expert counsel. To a 


limited extent the State Department, | 


Commerce Department and Federal Re- 
serve Board are able to supply informa- 
tion and service of the type needed by 
foreign bondholders, but these agencies 
are under limitations which would not re- 
strict a non-governmental organization. 


HEN England was forced off the 

gold standard predictions were made 
and reports circulated which, in the light 
of subsequent events, appear to have been 
made more in haste than with wisdom. 
The first effects of this drastic move are 
now in the realm of fact and can be ap- 
praised with some degree of accuracy in- 
stead of guessed at. George E. Anderson 
in “Plight of the British Pound” does not 
put himself in the anxious group as far 
as England is concerned. Less than two 
months ago the world feared the worst, 


while today a national government, pre- | 


ponderantly conservative, has been placed 
in power in Great Britain, and there is 
every prospect of vigorous retrenchment. 


ESPEY ALBIG’S statistical sum- 


* mary and national survey of sav- | 


ings depositors and volume of savings 
appears in this month’s JOURNAL. This 
is the annual compilation of trends and 
totals prepared under the auspices of the 
Savings Division of the American Bank- 
ers Association. It makes excellent read- 
ing for anyone who is disposed to regard 
the future with misgivings. 


NOW 79 OF THE 100 LARGEST BANKS 


in the United States use La Monte 


Safety Paper for their checks —a 


gain of six leaders since January. 


More and more banks are changing 


to La Monte for its safety, durability 


and distinction. George La Monte & 


Son, 61 Broadway, New York City. 


LA MONTE NATIONAL SAFETY PAPER FOR CHECKS 


Identified by its wavy lines 


| 
| 
— 
| 
‘ 
| 
— 
| 
| 
| 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Territory Served by the Northwest Bancorporation 


2840 Officers and Employees— 
AND EVERY ONE A STOCKHOLDER 


No GREATER confidence in their 
organization and its future and in the 
soundness of group banking could be pre- 
sented than this amazing fact—100% of the 
officers and employees of the Northwest 
Bancorporation and its affiliated banking 
units own stock in the enterprise with 


which they are associated. 


They know the wealth, the diversified 
natural resources, the varied industries 
that make up this great area of eight 
states. They know the enormous output 
of dairy and other agricultural products. 
They know that 87% of the iron ore; 
25% of the copper and lead; 20% 
of the zinc; 24% of the gold; and 
36% of the silver produced in the 
United States come from the 


NORTHWEST BANCORPORATION 


A 
GREAT BANKING 
INSTITUTION 


area served by this banking group of 
138 financial institutions. 

This 100% stock ownership by officers 
and employees is of vital importance to 
executives of companies doing business in 
the Northwest. It reflects a loyalty and 
enthusiastic support—a spirit to co-operate 
to the utmost in serving the interests 
of those who through the Northwest 
Bancorporation find an opportunity to 
meet their financial requirements in the 


Northwest territory. 


We invite your correspondence that 
we may explain more in detail how this 
bank group can serve efficiently 
your individual requirements. 
Address the Northwest Bancor- 


poration, Minneapolis, Minnesota. 


MINNEAPOLIS, MINNESOTA 


BancNorthwest Company — Investment Securities Division 


When writing to advertisers please mention the American Bankers Association Jou.nal 
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What Answer to Unemployment? 


By E. E. AGGER 


Professor of Economics, Rutgers University 


Recent Progress in the Direction of Stabilizing the Demand for 


Labor. 


sonal and Cyclical Fluctuations in Industrial Activity. 


The Objective: A Permanent Remedy for Both Sea- 


Any 


Plan to Be Effective Should Operate on a Nation-Wide Scale. 


HE efforts now under way to 
relieve the victims of unemploy- 
ment place the problem in bold 
perspective before the nation. 
Unfortunately the actual scope of un- 
employment is not known. In early 
summer the Government itself ac- 
cepted an estimate as high as 6,000,- 
000. A recent estimate in the New 
Republic puts the figure at 10,000,000. 
The American Federation of Labor’s 
estimate in October was 7,000,000. 
The roots of unemployment go deeply 
into the modern economic system. 
Even in the most prosperous times we 
cannot altogether eliminate involun- 
tary idleness. There are three well de- 
fined classes of unemployment called 
seasonal, technological and cyclical. 


The Seasonal Factor 


HAT some lines of industry are 

seasonal is, of course, well known. 
A table based on Federal Reserve 
Board indices of employment shows 
at least fifteen major divisions of in- 
dustry to be afflicted with “pronounced 
seasonal fluctuations” ranging from 
187 per cent in the fertilizer industry 
to 35 per cent in women’s clothing. 
Weekly or monthly aggregate figures 
of unemployment do not tell the whole 
story because the seasonal variations 
do not come at the same periods for 
all industries. If workers could shift 
from trade to trade and from place to 
place as the seasonal demands varied, 


the evil effects might be mitigated. 
Unfortunately, however, this is all but 
impossible, and the only real hope lies 
in a systematic attempt so to stabilize 
conditions in each industry that the 
seasonal variations will be reduced to 
a minimum. 

Technological unemployment is the 
name applied to the unemployment 
caused by the introduction of machin- 
ery or by other improvements in the 
technical process, or in the organiza- 
tion, of industry which are accom- 
panied, at least for the time being, by 
a lessened demand for human labor. 
While in the long run history proves 
that the demand for labor is increased 
rather than decreased by improve- 
ments in production, the fact remains 
that during the period of transition 
from the old methods to the new many 
workmen are displaced. 

The scope of the problem of techno- 
logical unemployment depends nat- 
urally upon the rapidity with which 
mechanical and other labor-saving de- 
vices are being introduced into indus- 
try. The present generation has wit- 
nessed an almost breath-taking change 
in technique, with increasing mech- 
anization of industrial processes and 
organization on always growing scales. 
The consequence has doubtless been 
such a disturbance of employment con- 
ditions as has not been seen before. 

Cyclical unemployment that 
which is associated with the de- 
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pression phase of the business cycle. 
During depression the ranks of the 
unemployed, normally recruited from 
those out of work because of seasonal 
or technological factors, are swelled by 
those who are forced out because of 
lay-offs, shut-downs and_ related 
causes. It is this type of unemploy- 
ment which at the moment so poig- 
nantly arrests our attention. Its ap- 
pearance necessitates emergency meas- 
ures of relief and its disastrous con- 
sequences are only slowly overcome. 


The Cost of Idleness 


HE costs of unemployment are 

both direct and indirect, and they 
bear down not only on the laborer and 
his family but, as well, upon the public 
generally. To the worker and his fam- 
ily the curtailment of employment car- 
ries with it an inevitable reduction in 
income, and this in turn makes nec- 
essary a readjustment downward of 
the family’s standard of living. For a 
time savings may be drawn upon, but 
the margins so available in the typical 
worker’s family are slender, and will 
suffice only for a narrowly restricted 
period. 

In addition to the material costs 
are the less obvious but perhaps the 
more serious costs involved in lowered 
health and morale. It has been re- 
peatedly shown that unemployment 
corrodes the spirit of the working 
man and his family. Happiness and 
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self-respect are undermined, while, in 
time, discouragement gives way to 
blank despair and sullen apathy. 

The public, too, bears heavy costs as 
a result of protracted unemployment. 
The first is a natural and inevitable 
increase in the burden of relief. But 
that is not all. Unemployment for any 
given group by cutting off its income 
reduces the effective purchasing power 
controlled by 
such group. This = 
decline pur- 
chasing power 
tends to reduce 
the market de- 
mand for’ the 
products of other 
groups, with a 
consequent cur- 
tailment of out- 
put and a slack- 
ening of the de- 
mand for labor 
in such groups. 
Moreover, among 
those remaining 
employed there is 
a tendency tow- 
ard diminished 
buying because of 
anxiety about the 
future. In short, 
unemployment is 
a very “contagi- 
ous disease.” 


Pauperism 


EMIL 
FRANKEL 
of the New Jer- 
sey State Depart- 
ment of Institu- 
tions and 
Agencies has 
shown that a di- 
rect correlation 
exists between un- 
employment and 
increase in com- 
mitments to state 
eleemosynary and 
penal institu- 
tions. The spread 
of disease, of ju- 
venile delinquency 
and crime, 
which accom- 
panies a long period of unemploy- 
ment, implies a social cost that can- 
not, perhaps, be accurately stated in 
dollars and cents, but which, never- 
theless, because of its nature, far 
transcends in importance the material 
costs. 

Of a problem so complex there can 
be no simple solution. It is also prob- 
ably true that no complete solution 
will ever be discovered. Some unem- 
ployment we shall doubtless have as 
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long as our present business system 
prevails. On the other hand there can 
be no doubt that, if we put our intelli- 
gences to work, we can devise a pro- 
cedure that will reduce the disease to 
a minimum and that will lift from 
its victims the larger part of its op- 
pressive and terrifying burden. In 
short an intelligent capitalism can 
eliminate unemployment as a major 


“The Gnawing Fear of Losing One’s Job” 


social problem and do it effectively. 

Already some progress has been 
made. There is a growing recognition, 
on the part of business leaders, of re- 
sponsibility for stabilization of em- 
ployment. During the last few years 
a number of important firms have 
worked out systems of stabilization of 
employment and thus have removed 
from their workers the gnawing fear 
of losing their jobs. The plans nor- 
mally provide for a guaranteed num- 
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ber of weeks’ work per year, the man- 
agement assuming responsibility for 
keeping things going. And when that 
responsibility is frankly accepted, it 
is surprising to learn how much can 
be done actually to stabilize the busi- 
ness itself. 

Of course, what has thus far been 
done represents only a _ promis- 
ing beginning. Encouragement is, 

however, to be 
drawn from the 
fact that the 
problem has been 
faced, and _ that 
business _recog- 
nizes its respon- 
sibility to the 
worker. Steady 
advance toward a 
more general so- 
lution may be 
reasonably ex- 
pected in the fu- 
ture. The elimi- 
nation of techno- 
logical unemploy- 
ment is a problem 
all its own. To 
meet it a number 
of firms have 
adopted a “dis- 
missal wage” 
policy. Under 
such a plan, at 
the time of per- 
manent dismissal, 
unless it be for 
incompetency, a 
special wage is 
paid, usually 
varying in size 
with the age and 
service period of 
the employee af- 
fected. Company 
loans at 
times been 
adopted as a per- 
manent policy for 
assisting dis- 
missed or laid-off 
employees, and in 
other cases as a 
temporary plan 
for assistance. 
Dismissal 
wages and com- 
pany loans are 
obviously no final solution of tech- 
nological unemployment. They simply 
recognize the injustice of putting upon 
the specialized worker the whole eco- 
nomic burden of a change in methods, 
which change may at a single blow 
destroy the value of his acquired skill. 
The displaced worker must find a new 
job. Here well organized and efficient- 
ly run labor exchange offices and a pro- 
gram of vocational education as an 
(Continued on page 349) 
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Deposits Govern Type of Assets 


By H. N. STRONCK 


Banks Must Base Their Individual Financial Programs on Care- 
ful Analysis of Their Requirements. Proportion of Time, De- 
mand and Public Funds Important. Two Factors Which Must Be 
Taken into Consideration and Three Rules for Evaluating Them. 


HE commercial banking proc- 

ess consists essentially in the 

gathering together of the short- 

time funds (also some long-time 
funds in the form of savings or other 
time deposits) of a community, and 
the making of such funds available 
for the current financing of commer- 
cial and other activities. 

The problem of converting these de- 
posit funds into earning assets in 
such a manner as to be able, at all 
times, to meet the requirements of 
the depositors, and at the same time 
produce satisfactory earnings for the 
stockholders, is the most vital problem 
of bank management of today. Bank- 
ers who have solved this problem have 
institutions of outstanding success, 
both from the point of view of the 
depositor and of the _ stockholder; 
those who have only partly solved it 
have subnormal banks, either from a 
standpoint of soundness of financial 
position or earnings; many of those 
who have not solved it are no longer 
in the banking business. 


Complex Modern Banking 


HE problem is a pure banking 

problem, as distinguished from in- 
ternal operating problems which lie 
largely in the field of office manage- 
ment. The “banker” in a bank is 
either an individual, or a member of 
a group of individuals, entrusted with 
the reinvestment of the depositors’ 
and stockholders’ funds. The com- 
plexity of the problem in this age 
of banking is such that a banker 
need be an expert in a great many 
more phases of finance, credits and 
economics than was necessary years 
ago, or during the boom period of 
industrial, commercial and agricul- 
tural activities. It is a compara- 
tively easy matter to manage the 
financial position of a bank under con- 
ditions of rising deposits, increases in 
security and real estate values, and 
conditions which almost automatically 
produce turnovers of loan lines. It 
takes a real banker to manage suc- 
cessfully a bank under conditions of 
downward trends in devosit volumes, 
unstabilized positions of deposits, de- 


flation of security and real estate 
values and the slowing-up of the busi- 
ness of the borrowers to a point where 
it is most difficult to obtain a liquida- 
tion or reduction in the loan lines. 

However, the problem is not unsolv- 
able, for it has been successfully met 
by many banks, both large and small. 
Also, far more is now known about 
the factors which influence the situa- 
tion, methods of evaluating these fac- 
tors and methods for devising sound 
financial programs and controls over 
the set programs. 


First Steps 


UBLISHED information as to the 

financial policies of banks has been 
very meager. Some general rules as 
to the percentage of deposits to be re- 
invested in local loans, primary reserve 
and secondary reserve have been given 
but they have been so broad that they 
are inapplicable to the many instances 
where unusual factors or conditions 
exist. Also, all rules, be they general 
or specific, must be modified, as the 
factors which influence the situation 
change. What has made the problem 
so difficult is the rapidity with which 
many of such factors have been 
changing in recent months. 

In the development of a definite 
financial policy and conversion-of- 
funds program, two major groups of 
factors must be evaluated and then a 
constant “check” maintained of the 
trend of these factors. These major 
groups are: 


1. Factors which affect the deposit fund 
position of the bank. 


2. Factors which affect the demand and 
availability. together with the liquid- 
ity and safety, of groups of assets 
into which it is planned to convert the 
available funds. 


Decisions as to the types of assets 
and the relationship of each type of 
asset to the total, into which the de- 
posit funds are to be converted, must 
be based upon the characteristics, 
from the standpoint of underlying 
stability, of the deposit funds in the 
bank. It is here where extreme varia- 
tions of conditions are found among 
banks, and because of these extreme 
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variations, it is impractical to develop 
detailed standard fund conversion 
plans which would be applicable to all 
banks, or even to groups of banks, 
located in the same territory. The 
usual broad types of deposits encoun- 
tered in country banks consist of: 

Time deposits, represented by certifi- 
cates of deposits and savings accounts. 

Demand deposits, represented by check- 
ing accounts of individuals and business 
institutions residing or located in the 
community or adjacent territory, to- 
gether with some “outside” accounts of 
national business organizations who 
maintain branch or dealer operations in 
that community. 

Public funds, which represent deposits 
of the Federal, state, county and munic- 
ipal governments, or sub-divisions there- 
of. 


In addition to the foregoing types, 
the larger banks have deposit accounts 
of correspondent banks and often a 
great variety of special accounts and 
accounts created for temporary pur- 
poses. 


General Trend of Deposits 


HE first broad factor to be evalu- 
ated might be termed the economic 
factor of the deposit aggregate as a 
whole. Adverse economic factors cause 
a gradual decline of the aggregate de- 
posit funds available in a community 
or in a given banking area. The ef- 
fect may not be so noticeable in an in- 
dividual bank fortunate enough to 
maintain more than its proportionate 
share of the available deposits, but it 
can be evaluated through a study of 
the trend of deposits of all banks in 
that community and adjacent economic 
territory, and the position of the bank 
in question studied with the aggregate 
trend. There are many communities 
in this country which reflect decreases 
in population, decreases in wealth and 
decreases in local business activity, 
also drainages of substantial deposit 
funds into larger banking centers. In 
the majority of instances, such eco- 
nomic forces work gradually, but in a 
number of instances they work very 
rapidly, such as in “one industry” 
communities when this industry be- 
comes adversely affected. 
The second broad factor to be ana- 
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lyzed and which has an effect on the 
deposit aggregate as a whole, may be 
termed the “social” factor. It in- 
volves the public and depositors’ con- 
fidence in the banking situation of an 
entire community or banking terri- 
tory, or in a specific bank. Adverse 
factors of this nature have come more 
seriously into the banking situation 
in recent years, not only in a great 
many communities but also in rela- 
tively wide banking territories. It is 
a factor which usually strikes very 
rapidly, either in the form of “slow 
runs” or “hysterical runs”; a factor 
most difficult to evaluate; a factor 
which has resulted in the suspension 
of many banks whose position was rel- 
atively sound under former stabilized 
deposit conditions. 


Emergency Planning 


T is possible quite accurately to pre- 
plan a financial program for a bank 

in instances affected by slow-moving, 
adverse economic factors, but it is 
more difficult to pre-plan for sudden, 
and oftentimes unlooked for, “emer- 
gency” withdrawals of a large per- 
centage of deposits. That this is be- 
ing done, however, is witnessed by the 
statements of a number of banks lo- 
cated in “dangerous” areas, which 
statements evidence an extremely high 
position of cash, United States Gov- 
ernment and other high grade, readily 
marketable bonds. Such “emergency” 
financial positions evidence sound 
judgment on the part of management, 
but for the time being earnings must 
be sacrificed. 

When the foregoing two general 
factors are normal, or where they do 
not evidence any abrupt changes, it is 
possible to determine accurately the 
deposit requirements through an eval- 
uation of the underlying stability of 
each type of deposit aggregate. Each 
type of deposit aggregate has a differ- 
ent position of stability or intended 
usage, hence any technically correct 
plan for conversion of deposits into 
assets consists of the preparation of 
a separate financial “budget” for each 
type. 

Usually, the most stabilized aggre- 
gate is the time deposits, and if these 
are stabilized the general rule is: 

“The greater the proportion of time 
deposits to total deposits, the lesser 
need be the primary and secondary 
reserve and the greater may be the 
long-time investments.” 

However, it must be borne in m‘nd 
that, from a practical point of view, 
the time deposits of a commercial 
bank are payable on demand. The 
moment there is a doubt about this 
in the minds of depositors, a serious 
“social” problem develops. 


Size of Accounts 


LL that is usually necessary to 
study the stability of time de- 
posits is a broad analysis of the trend 
over a period of five years and a de- 
tailed analysis of the fluctuation over 
a period of one year. Then a study 
of the size position of these accounts. 
In many instances it will be found 
that a very large proportion of the 
total dollars involved are represented 
by but few accounts in numper, and 
if such is the case, the history and 
purpose of these large accounts must 
be studied. The general rule is: 

“The greater the proportion of 
large accounts to the total, the great- 
er need be the primary and secondary 
reserve.” 

The stability of the demand deposit 
aggregate, as represented by the check- 
ing accounts of individuals and firms, 
is subject to decided variations among 
banks. In some banks this aggregate 
is so volatile that fluctuations of from 
50 to 75 per cent take place between 
daily high and low positions in a cur- 
rent month’s operations. In others, 
the aggregate is so well stabilized that 
it has almost the stability characteris- 
tic of time deposits. Hence, to evalu- 
ate this stability, a most detailed po- 
sition study must be made over a pe- 
riod of several years, to determine 
seasonal fluctuations. The general 
rule is: 

“The greater the seasonal and cur- 
rent fluctuations, the greater need be 
the primary and secondary reserves.” 

A study then is also made of the size 
position of this checking account 
aggregate, and if a large proportion 
of the dollars is represented by but 
few accounts, the stability character- 
istic of each such large accounts must 
be studied, for the size of account 
rule of primary and secondary reserve 
requirements holds true for any type 
of deposit account aggregate. In 
some banks, the volatility of the ag- 
gregate is so great that practically 
the entire aggregate must be re-in- 
vested in the most liquid types of as- 
sets; in other instances, the stability 
is so great that a substantial percen- 
tage may be converted into investment 
account items. 


Public’ Funds 


N the typical country bank, public 

fund deposits exhibit the greatest 
seasonal fluctuations, especially in 
such banks as have but few different 
types of such accounts. In other 
banks which have auite a variety of 
such accounts, the purpose of each be- 
ing different, one finds offsets in the 
seasonal fluctuations between ac- 
counts. Since, in most instances, such 


accounts are secured by the pledging 
of securities, the financial budget for 
the re-investment of such funds must 
not only take into consideration the 
primary and secondary reserve re- 
quirements to meet the fluctuations, 
but also the maturity, price position 
and marketability position of securi- 
ties specified as eligible for pledging. 
In general, however, the assets into 
which public fund deposits are to be 
converted must be highly liquid and 
of a price stability so that the sale 
thereof, which might be necessary to 
meet withdrawals, can be made with- 
out market loss of the principal. 

The financial plan or budget for 
this conversion of deposit funds into 
assets must first be based upon de- 
posit requirements. The next step re- 
quires the determination, first of the 
percentage of each type of deposit ag- 
gregate to be converted into primary 
reserve, secondary reserve, loans and 
discounts and investment account 
items, and then a specification of the 
types of assets, and their diversifica- 
tion, eligible for each of the above 
portfolios. 

The primary reserve, which consists 
entirely of cash and “cash items” 
must, at all times, be ample to meet 
the legal reserve, till and vault cash, 
and current withdrawal requirements. 

The secondary reserve must, at all 
times, be ample to replenish the pri- 
mary reserve when it is depleted be- 
low set requirement ratios due to sea- 
sonal or extraordinary reductions in 
deposit volumes. 

The balance of deposit funds then 
available are converted into two broad 
classes of assets: 


Loans and Discounts 
Investment Account Securities. 


Constant Liquidation 


HE decision as to what percen- 
tage of the remaining funds should 

be converted into loans and discounts 
and into investment account securities 
is largely dependent upon the nature 
and outlet of loans. If conditions are 
such that a high percentage of these 
remaining funds can be placed into 
well diversified, liquid and safe loans, 
then the loan portfolio is large in size, 
and the investment account portfolio 
small in size. If the outlet for sound 
and liquid loans, properly diversified, 
is limited, then the reverse takes place. 
It should be borne in mind that, in 
the commercial banking process, the 
earning assets should be in a constant 
stage of liquidation; the more rapid 
this rate of liquidation, the more 
“liquid” is the position of the bank. 
It is when this orderly rate of liquida- 
tion is retarded and finally becomes 

(Continued on page 348) 
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Profits in Iron and Steel 


By D. RICHARD YOUNG 


Operating Economies and Lower Wages Improve Outlook. Profit- 
less Current Year Compared with Record Earnings in 1929. 
Changes in Methods and Growth in Use of Alloy Steel During 
Recent Years. Leading Basic Industry Shows Wide Fluctuations. 


HE decline in activity in the 
steel industry has been much 
greater than that in general 
business. Production at the 
present time is running at around 30 
per cent of capacity, representing 
60,000 gross tons daily, while the peak 
established in June, 1929, far exceed- 
ing even the war years, was 196,000 
tons daily. The decline has therefore 
been 69 per cent, while the commonly 
accepted indexes of general industrial 
production show a decline of 40 to 45 
per cent from peak, and aggregate 
retail sales of merchandise are down 
still less. The divergence in rate of 
decline is characteristic of the steel 
industry and other basic industries 
that supply goods, not for immediate 
consumption, but for use as raw ma- 
terials by manufacturing industries. 


Erratic Barometer 


OR this reason, steel as a barome- 

ter of general business may not be 
entirely accurate. It is true that the 
ordering of increased supplies of steel 
ordinarily precedes and thus forecasts 
increased operations in the industries 
using it as a raw material. At the 
same time, a recovery in business, es- 
pecially from depression levels, might 
be under way for a considerable space 
of time before there was need or in- 
centive to buy steel in the form of 
new or additional machinery or for 
expansion of structures. Inquiry into 
the nature of steel demand is prob- 
ably more illuminating than noting 
merely the trend of total steel output. 

A table on the following page 
shows the drop in earnings from rec- 
ord levels to deficits, suffered by the 
leading producers in the short space 
of two years. The figures represent 
net profits, in thousands of dollars, 
after deducting all costs and operat- 
ing expenses, depreciation, interest 
and taxes, but before dividends. 

Steel making is essentially an in- 
dustry of large units. It is much too 
large for individuals or firms to enter, 
and can be conducted only by large and 
integrated organizations. Whether 
an individual order be for 100 tons of 
girders or for 100,000 tons, practically 


the same equipment is required for 
manufacturing and rolling the steel. 
A large and dependable supply of iron 
ore, coal and limestone is required, 
hence the tendency of steel manufac- 
turers to acquire deposits of these 
raw materials. Making pig iron and 
steel ingots is the next step, while the 
rolling of this steel into rails, sheets 
and structural shapes, is still another 
important division. 
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It is not always understood why 
such large amounts of new capital 
must be added each year to increase 
plant capacity, even though opera- 
tions are running at only half or 
three-fourths of full capacity. Steel 
is not purchased merely as steel, how- 
ever, but as the particular shapes de- 
sired. A plant must have a number 
of finishing departments to turn out 
the different kinds of product. At 
one time the company will be working 
on an order for rails, and the rail de- 
partment will be busy. In a short 
time, the demand may shift to auto- 
mobile sheets, then to the thinner 
sheets known as tin plate, for making 
the cans that will be used for fruits, 
vegetables, lubricating oil and paint. 
Then there may be an order for pipe 
to be used in building pipe lines for 
conveying oil, gasoline or natural gas. 
It will be seen, therefore, that total 
capacity for rolling steel is seldom 
fully employed at one time, and is 
necessarily much larger than the 
average production from one year to 
another. 


Capacity Increased 


T the beginning of the current 
year, the total steel making ca- 
pacity in the United States was re- 
ported by the American Iron and Steel 
Institute as 66,897,000 gross tons per 
year, while at the beginning of 1930 
the capacity was given as 63,068,000 
tons. The increase was largely in the 
Youngstown, Chicago and Detroit dis- 
tricts and was carried forward in the 
face of the business depression for a 
number of reasons. Some of the con- 
struction represented replacements 
and improvements of old plants. It 
provided work for a large number of 
employees who probably would have 
been laid off otherwise. It permitted 
the companies to take advantage of 
the lower prices of building materials 
now available. Some of the new ca- 
pacity was for the manufacture of 
automobile sheets and some for alloy 
steels. About 57,000,000 tons of the 
present steel making capacity is for 
basic open-hearth, which had an in- 
crease of nearly 5,000,000 tons last 
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year, while 928,000 tons is for acid 
open-hearth, 8,000,000 tons for Besse- 
mer, 800,000 tons for electric and 
26,000 tons for crucible steel. 

Production during the first nine 
months of 1931 totaled 20,400,000 
tons and output for the full year is 
estimated at about 27,500,000 tons, 
which would be about 43 per cent of 
capacity. 
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Chart I 


Ten years ago steel capacity was 
given as 54,622,000 tons. Each year 
this was added to, but in 1926 the 
estimate was revised as a result of a 
special survey by the American Iron 
and Steel Institute which revealed a 
considerable capacity still carried on 
the books that was so obsolete or un- 
economical that there was little like- 
lihood of its ever being used, and 
3,000,000 tons were taken off the 
previous figures. Since 1921 the total 
addition to capacity has therefore 
been 15,275,000 tons or 28 per cent in 
the period, and an average of 2.8 per 
cent annually. 


Still Above 1921 


ROM Chart I it will be seen that 

the severe decline in steel produc- 
tion this year did not carry the actual 
rate of tonnage output below that reg- 
istered in 1921, and it must be kept in 
mind that because of the great in- 
crease in capacity, the present opera- 
tions are not so low as would appear 
merely by relating them to present ca- 
pacity. In the fifty-three year period 
for which accurate -.records of steel 
production are available the annual 
output has averaged but 68 per cent 
of the theoretical capacity. 

Chart II shows the growth in out- 
put of pig iron and steel since 1880. 
Only four times during the interven- 
ing period have there been two suc- 
cessive years of steel production de- 
cline—in 1873-4, 1893-4, 1907-8 and 
1918-19. The period 1930-31 will 
make the fifth. In each of these cases 
the decline during the first year was 
small, and the continued and sharper 
decline in the second year was fol- 
lowed by a sharp rebound in the third 
year. 

When one reads of the millions of 
dollars in profits made by the United 
States Steel Corporation, Bethlehem 
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Steel Corporation and other large pro- 
ducers in 1929 and even last year, it 
might be supposed that this industry 
represents the royal road to wealth. 
If measured in relation to the huge 
capital that is employed, however, the 
return will be found to be extremely 
moderate, and even less than would 
ordinarily be expected in an industry 
that is subjected to constant change 
in type of product and to such wide 
fluctuations in demand as to be char- 
acterized by Andrew Carnegie as 
“prince or pauper.” 

Whenever new processes are discov- 
ered or developed, it becomes neces- 
sary for all of the leading producers 
to adopt them in order to keep their 
costs down and meet the prices of 
their competitors. Continuous rolling 
of steel is one example of a process 
developed during the past five years 
that is being adopted as a marked im- 
provement over the old method of roll- 
ing only one ingot at a time, but the 
scrapping of old machinery and plants 
for new requires large amounts of 
new capital. 

A compilation has been prepared of 
the published reports of the leading 
steel companies since the war, in- 


cluding since 1928 a considerably 
larger number of companies which in 
earlier years were privately owned 
and did not publish reports of earn- 
ings, but the following totals are be- 


Chart II 


lieved to be fairly representative of 
the industry as a whole: 


Earnings Return on Net Worth of Lead- 
ing Iron and Steel Manufacturers 


(000s Omitted) 


Net Worth Net 
Jan. 1 Profits 
.... $1,883,955 $111,837 
1,937,426 152,937 
2,103,174 44,245 
2,151,705 49,440 
2,336,648 206,843 


Per Cent 


Year Return 


1919 
1920 .... 
1921 .... 
1922 .... 
1923 .... 


Steel and Iron Company Profits 
(000s Omitted) 


Allegheny Steel Co. 
American Rolling Mill Co. 


Bethlehem Steel Corp. 
Buckeye Steel Castings Co. ............. 


A. M. Byers Co. 


Cleveland Cliffs Iron Co. ............... 
Colorado Fuel & Iron Co. .............0. 
Continental Steel Corp. ................. 


Crucible Steel Co. 


Follansbee Bros. Co. 
General Steel Castings Corp. ........... 
Gulf States Steel Co. 


M. A. Hanna Co. 


Interlake Iron Corp. 
Jones & Laughlin Steel Co. ............. 


Keystone Steel & Wire Co. (a) 


Steel Co. ... 


Lukens Steel Co. 
McKeesport Tin Plate Co. ........ 


Newton Steel Co. 


Pittsburgh Steel Co. (a) 


Republic Steel Corp. 


J. T. Ryerson & Son 


Sharon Steel Hoop Co. ................. 
Sloss-Sheffield S. & I. Co. 
Spang, Chalfant & Co. 


Truscon Steel Co. ...........-- 


U. S. Pipe & Foundry Corp. ............ 


United States Steel Corp. .. 
Virginia Iron, C. & C. Co 
Warren Foundry & Pipe Corp 


Wheeling Steel Corp. 


Youngstown Sheet & Tube Co 


‘D—Deficit. 
a—Fiscal years ended June 30. 


20,849 


$2,553 


6,111 


42,243 


11,712 


2,003 


15,359 


D-1,217 
D-1,999 
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Net Worth 
Jan. 1 
2,562,693 
2,454,644 
2,537,692 
2,855,755 
8,445,342 
8,543,054 
4,067,777 


Net Per Cent 
Profits Return 


125,128 4.9 
142,125 
185,174 
151,057 
240,982 
197,682 
184,446 


Year 


1924 .... 
1925 .... 
1926 .... 
1927 .... 
1928 .... 
1929 ... 

1930 .... 


$31,679,865 $1,991,896 


Total 


Not Excessive 


OR the twelve years, the total net 

profits against the total net worth 
(made up of outstanding preferred 
and common stock and surplus ac- 
count, as given on the published bal- 
ance sheets) was at the rate of 6.39 
per cent, while a simple average of 
the yearly rates would be 6.09 per 
cent. This is hardly more than the 
railroads were to be permitted to earn 
under the Transportation Act, apply- 
ing to an industry that is regarded as 
a quasi-monoply and subject to much 
less change and competition than is 
practically any branch of manufac- 
turing. 

For the industry as a whole, the 
rate of return is even less than the 
above figures indicate, since there is 
always a number of companies that 
are in difficulties and do not publish 
details as to their finances. 

Since the very beginning of the 
steel industry, the trend has been 
toward improvements in _ tensile 
strength, resistance to shock and 
fatigue, ductility and resistance to 
corrosion, and a great deal of pro- 
gress has been made in the production 
and tempering of carbon steel. About 
1871 began the manufacture of alloy 
steels containing chromium and 
tungsten. Metallurgists of France, 
Italy, Germany, England and the 
United States all made important 
contributions to the science of alloys, 
and at the present time nickel, man- 
ganese, silicon, cobalt, vanadium, 
molybdenum, zirconium, and in a 
more restricted category, copper, 
aluminum, sulphur and phosphorous 
are used. In some cases a single alloy 
is introduced into the steel, while in 
other cases a combination of alloys is 
used. Special steels not only make a 
stronger and better product, but often 
permit a substantial reduction in 
weight, which is an important con- 
sideration in any moving machinery 
and in building construction as well. 


For Special Purposes 


UTOMOBILE manufacturers last 
year consumed about 62 per cent 

of all alloy steel produced, while the 
machine tool industry was next with 
9 per cent, the remainder being di- 
vided among a miscellaneous list of 
industries including railroad equip- 
ment, agricultural implements, ship- 


building and oil well supplies. 
Chrome-molybdenum steel tubing is 
employed extensively in airplane con- 
struction because of its high tensile 
strength with resulting low total 
weight. Since chrome-nickel steel 
resists high temperatures, it is used 
for exhaust pipes for airplane en- 
gines. Use of nickel and vanadium 
steels reduces greatly the dead weight 
of locomotive frames and parts. A 
relatively new rustless steel has been 
introduced as an ornamental substi- 
tute for masonry in the structural 
field. Both the Chrysler and Empire 
State buildings in New York City, the 
tallest structures in the world, fur- 
nish examples of this use in modern 
architecture. 

During the post-war period of in- 
dustrial consolidation, the steel indus- 
try has witnessed a number of large 
mergers and an almost countless num- 
ber of smaller mergers represented by 
the absorption of privately owned 
companies in the steel and allied lines. 
This has strengthened the industry 
by concentrating it in the hands of 
a smaller number of companies hav- 
ing the advantage of centralized man- 
agement and large scale operation. 

While some of these mergers were 
accomplished through an exchange of 
stock and involved no offering of se- 
curities to the public, others resulted 
in an increase in the outstanding cap- 
ital stock and bonded indebtedness. 
Then in the stock market boom, sev- 
eral companies, including the two 
largest, offered additional shares to 
their stockholders and applied the 
proceeds to the calling for redemption 
of part of their bonded debt. 


Security Offerings 


SIDE from mergers, the new capi- 
tal required for normal growth 
has been extensive. There is no exact 
record available covering all offerings 
of securities by the industry, but the 
compilations of the Commercial and 
Financial Chronicle over the last few 
years will serve as an index to the in- 
vestment that has been required on 
the part of the public. This is of 
course in addition to earnings that 
were retained in surplus account or 
capitalized through stock dividends. 
The classification includes steel and 
iron, coal and copper companies, but 
the major portion is believed to have 
gone into the steel industry. 


New Capital Flotations 
(In Millions of Dollars) 


1931 (9 mo.). 


During the period since the war 
total emissions of new capital for 
this group of industries, the largest 
of which is steel, amounted to $3,076,- 
000,000. It takes several years to 
season thoroughly a security after it 
has been publicly offered, which fact 
may help to explain the unusually low 
prices to which the shares of the 
newer steel combinations, and the 
older companies which greatly in- 
creased their outstanding shares, 
have declined. 


Must Increase Output 


EDUCTION in wage rates by ap- 

proximately 10 per cent by lead- 
ing steel manufacturers will serve to 
cut down operating losses, but the 
only possibility for realizing any ap- 
preciable profits is in an increase in 
output. Each producer has a differ- 
ent ratio that marks the dividing line 
between profit and loss, and for the 
industry as a whole the average rate 
must be at least 40 per cent. 

It was not a part of the plan of 
wage reduction to make a correspond- 
ing reduction in prices. As a matter 
of fact, the latter had been going 
through its readjustment for a year 
or more, and the wage cut only com- 
pensated for the reduction in price 
granted to consumers. 

Prices of finished steel are approxi- 
mately 25 per cent higher than in 
1913. Prices of the majority of other 
crude products have returned to the 
neighborhood of the 1913 level, and 
many are much lower. Why are steel 
prices still relatively high? For one 
reason, because the cost of manufac- 
turing has increased through in- 
creased wages and shorter hours of 
labor. Railroad rates on raw mate- 
rials and finished products have been 
substantially increased. It must be 
recognized, moreover, that quality of 
steel has been materially improved 
during the past fifteen years, so that a 
mere comparison of price per ton is 
not entirely fair. Some lines of in- 
dustry that are large consumers of 
steel feel that prices have not yet been 
deflated. This can hardly be expected 
to proceed further from a decrease in 
profits, which have been shown to be 
moderate, but from a decrease in costs 
of operation. 


Prospective Demand 


UTOMOBILE manufacturers will 
have taken about 17.5 per cent 
of the 1931 steel output, and orders 
from this quarter are still restricted, 
although there is an undercurrent of 
reports that the industry is preparing 
for a substantial rise in sales to de- 
velop in the near future—the first of 
next year if not before. 
(Continued on page 358) 
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What’s Ahead for Cotton? 


By I. V. SHANNON 


Every Business Depression in Past Thirty Years Has Been Ac- 
companied by an Unusually Large Crop. 


In Each Case Drastic 


Curtailment Followed. Present Prospect Is That History Will 


FFICIAL predictions of a 

bumper crop of cotton on top 
of an almost record-breaking 
carry-over from last season 
have caused a shrinkage of approxi- 
mately 50 per cent in the value of the 
South’s principal money crop within 
three months because of the promise 
of practically two years’ supply at the 
current rate of consumption, and has 
brought those who produce it face to 
face with one of the hardest problems 
which they have ever been called upon 
to solve. 

Cotton, like all other commodities, 
has been on the down grade since the 
collapse of the stock market in the 
autumn of 1929, though there have 
been some substantial upturns during 
the intervening time. Prior to the 
collapse of the stock market, cotton 
was bringing between eighteen and 
nineteen cents a pound at New Or- 
leans, a normal price based on the 
then existing supply and demand con- 
ditions. 


Hoped for Less Acreage 


HE price of this commodity hov- 
ered around the ten-cent level 
during the planting season this year, 
due to hope and expectation that the 
farmer would come to a realization of 
conditions confronting him and make 
a drastic reduction in his acreage. As 
a result of this hope, middling cotton 
brought 10.16 cents a pound in New 
Orleans during the first days of July. 
Prices began to give way steadily a 
few days later, after the Government 
announced that the producers had re- 
duced their acreage only 10 per cent. 
The decline was accelerated a month 
later when the Department of Agri- 
culture surprised the world with a 
prediction of a crop of 15,500,000 
bales. The prediction - was later 
raised to 16,284,000 bales. Thus, cot- 
ton declined five cents a pound be- 
tween July 1 and October 5, with 
middling selling down to 5.15 at New 
Orleans. 
The plus’ the 


estimated crop, 


amount of cotton carried over from 
last season, promises a supply of 25,- 
200,000 bales, while the current rate 


Repeat Itself. Many Bankers Are Cooperating to Cut Acreage. 


of consumption is only about 12,000,- 
000 bales, based on the increases in 
mill takings which have occurred so 
far this season. A severe decline was 
inevitable with such an outlook and 
it is not surprising under existing 
world conditions that prices have 
fallen very close to the lowest ever 
recorded. 

This tremendous decline repre- 
sented an actual loss of approximately 
$250,000,000 on the 10,000,000 bales 
of old and new crop in existence at 
that time. At the same time pro- 
ducers have sustained a prospective 
loss of an equal amount on the un- 
ginned portion of their crop. 

Present indications are that pro- 
ducers of this crop will receive less 
than $500,000,000 unless there is a 
material advance in prices in the next 
few months. The selling value of our 
cotton crop has averaged around 
$1,750,000,000 annually for a number 
of years, while exports of this com- 
modity prior to 1930 ranged in value 
from $800,000,000 to $1,000,000,000. 
The cost of raising and harvesting 
the crop this year is the smallest ever 
known and probably not much over 
the selling price in favored sections. 
Also the proceeds from cotton con- 
stitute less than half the South’s 
income from agricultural products 
and only about 10 per cent of its 
total income from manufactures and 
all other sources. 


Lowest Since 1898 


RICES received for this crop are 

the lowest since 1898, when the 
cotton world was just emerging from 
a long period of depression brought 
on by a series of large crops and 
unfavorable business conditions. 

Only twice before in the history of 
the cotton trade, dating back to 1790, 
have lower prices prevailed than those 
which are being paid for this crop. 
One instance was between 1843 and 
1848 when middling cotton occasional- 
ly sold as low as 4% to 4% cents a 
pound at New Orleans. Again in 
1898 middling cotton sold down to 
434, at New Orleans. The lowest 
price ever recorded in the futures 
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market was 4.70 at New Orleans 
on November 3, 1898. The lowest 
price so far this year was 5.30 for 
futures and 5.15 for middling cotton 
at New Orleans. 

The world wide business depres- 
sion, and the record-breaking decline 
in the value of silver, are undoubtedly 
the primary causes of the small con- 
sumption and the present low price 
for cotton. 


Other Low Price Factors 


HERE are many other factors, 

however, which have materially 
contributed to forcing prices to such 
low levels and reducing consumption. 
principally among which are: opera- 
tions of the Farm Board; high tariff; 
overplanting; changing of the futures 
contract from a buyer’s to a seller’s 
contract by permitting delivery at 
widely separated points; surfeit of 
governmental and private reports and 
estimates; increasing substitution of 
rayon for cotton goods. 

The efforts of the Farm Board to 
stabilize prices for American cotton, 
while well intentioned, had the op- 
posite effect of that intended by re- 
ducing the demand from European 
spinners for our cotton and by drying 
up speculation. 

European spinners, who were re- 
sentful over our high tariff, turned 
to the cheaper Indian and other for- 
eign cotton as soon as the Farm 
Board began its attempt to sustain 
the price of our cotton through arti- 
ficial means. As a result of this 
policy, the consumption of American 
cotton fell off over 4,000,000 bales 
within two years, while the consump- 
tion of foreign growths increased 
nearly 2,000,000. It is safe to say 
that the carry-over or surplus of 
American cotton from previous crops 
is fully 2,000,000 bales larger than it 
would have been had it not been for 
the operations of the Farm Board. 

The shadow of the Farm Board 
continued to overhang the market 
after it had withdrawn from price 
stabilizing operations, because of its 
large direct and indirect holdings, 
non-committal attitude as to the dispo- 
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sition of its holdings and the fre- 
quent pessimistic statements and dis- 
couraging price predictions of its 
members. 


Displaced Abroad 


RIOR to the season of 1928-1929 

and during the first half of that 
season, the average consumption of 
cotton by the spinners of the world 
was 60 per cent American and 40 per 
cent of foreign growths. The per- 
centage of American cotton began to 
decline early in 1929, while the per- 
centage of foreign growths increased. 
Last season, for the first time in his- 
tory, the consumption of foreign cot- 
ton exceeded that of American by a 
few thousand bales. We are now 
practically on a fifty-fifty basis. 

Speculators at first tried to follow 
the operations of the Farm Board but 
lost heavily and large numbers with- 
drew from the market. Driving the 
speculator out of the futures market 
is very much like killing the goose 
that lays the golden egg, because the 
farmer is dependent on the specula- 
tor to absorb the hedges which the 
spot merchant sells whenever he buys 
cotton from the farmer. 

The farmer sells the bulk of his 
crop within a period of three to four 
months. The cotton which he sells 
during this short period will supply 
the spinner for twelve months or 
more. Very few spinners are in a 
position to buy, store and carry 
twelve months’ supply at one time. 
As a result of this condition we have 
a large number of merchants who buy 
the farmer’s cotton as fast as he 
brings it to market and hold it until 
the spinner is ready to turn it into 
cloth. No merchant could take the 
risk of buying and holding large 
quantities of cotton without some 
means of protecting himself against 
losses. The futures market furnishes 
this medium. The ability of the fu- 
tures market to absorb the hedges as 
the farmer sells his cotton is depend- 
ent largely on speculative buying, 


The South’s Skyline 


though buying by spinners and mer- 
chants to provide for their future 
needs is an important factor. 

The merchant cannot afford to buy 
the farmer’s cotton except at a price 
that can be hedged on the futures 
market. The farmer who forces his 
entire crop on the market within such 
a short period of time is the real bear 
on the price of his own product, and 
not the speculator, because the aver- 
age speculator is a buyer during the 
marketing season, and not a seller. 
Long experience has demonstrated 
that the market is always lowest in 
the fall when the producer is selling 
his crop and the merchant is putting 
in hedges, and highest when the mer- 
chant begins to lift his hedges. Who- 
ever sells a hedge must buy it back 
sometime, and the market has nearly 
always advanced considerably after 
the lifting of hedges got under way in 
good volume. As a general rule, 
therefore, traders who absorb the 
hedges in the fall make a good profit 
if they hold their contracts until the 
spring when the hedges must be 
bought in. 

We have reached the stage where 
pressure from farmers to sell their 
crop is decreasing and the volume of 
hedges has begun to diminish. As 
soon as hedges decrease to the extent 
that they will cease to be a factor of 


major importance, the market should 
acquire a rising tendency. This at 
least has been the history of every 
market during similar conditions, re- 
gardless of supply, when there has 
been a strong holding movement such 
as now prevails. 


Three Price Factors 


HE future course of prices is de- 

pendent on three developments. 
One is the extent and amount of cot- 
ton withheld from the market by pro- 
ducers and country merchants until 
next season. The second is the extent 
to which the farmer will reduce his 
acreage next season. The third is the 
extent to which consumption of our 
cotton will increase within the next 
six to nine months. 

Current estimates indicate a supply 
of domestic and foreign cotton avail- 
able for consumption this season of 
approximately 41,000,000 bales. This 
compares with 36,200,000 last year 
and 37,289,000 in the large crop sza- 
son of 1926-1927. We contribute 25,- 
205,000 bales to this supply, while 
foreign countries contribute 15,773,- 
000 bales. The enormousness of this 
supply becomes evident when it is 
realized that world consumption of 
all kinds of cotton last season was 
only 22,232,000 bales, and that the 
largest amount ever consumed in 
twelve months was 25,821,000 in the 
season 1928-1929. Consumption for 
the three years after 1926 ranged 
from 25,428,000 to 25,821,000. 

The only proved remedy for such a 
condition as this is to reduce produc- 
tion in the next year or two to such 
an extent as to bring the supply once 
more into balance with the demand. 

A study of the history of similar 
supply conditions demonstrates very 
clearly that when the producer re- 
duced his acreage drastically for a 
year or two, the surplus was soon 
absorbed and prices rose to compara- 
tively high levels. During the past 
forty years the South has produced 
thirteen outstandingly large crops of 


314 
a 
i 
~ 


November, 1931 


AMERICAN BANKERS ASSOCIATION JOURNAL 


315 


cotton. Nine of these crops were pro- 
duced during periods of depression. 
Two were produced just before or at 
the beginning of a period of depres- 
sion. Only two outstandingly large 
crops were produced during normal 
conditions. These were in 1925 and 
1926, when the expansion of the tex- 
tile industry and high prices en- 
couraged the planting of a large 
acreage. 

During these forty years we went 
through six major and three minor 
periods of depression. Production rec- 
ords show that a large crop was pro- 
duced in every one of these periods 
and that the largest ones were gen- 
erally raised in years of a major de- 
pression. In some instances the larg- 
est of the crops were produced in the 
second year of the depression when 
that extended over more than one 
year. 


Then Acreage Was Cut 


HE records also show that every 

large crop produced during a 
period of depression was followed in 
the succeeding year by a great reduc- 
tion in the acreage, a comparatively 
small crop and a large advance in 
price. 

The record of ten of these outstand- 
ingly large crops is given in the ac- 
companying table together with that 
of the succeeding crop, percentage of 
the decrease in acreage and crop and 
increase in price. The low price of 
the big crop and the high price 
reached in the succeeding crop-year 
are given to show the benefit which 
producers derived from the reduction 
in their acreage. The prices quoted 
are for middling cotton at New Or- 
leans. The record of the three other 
large crops is not given for reasons 
explained above. 


so often in the past and that we will 
witness a drastic reduction in the 
acreage next year, a greatly reduced 
crop, and rising prices after that fact 
becomes established. 

The movement of southern states to 
force a reduction of 50 per cent in the 
acreage for the next two years is apt 
to be in force in all cotton producing 
states long before the next crop is 
planted. 

The holding movement inaugurated 
by our banks in cooperation with the 
Farm Board and cotton cooperatives 
assures that anywhere from 8,000,000 
to 10,000,000 bales of this season’s 
supply will be withheld from the mar- 
ket until next season. 

Every farmer who holds any of his 
cotton until next year will reduce his 
acreage considerably in order to en- 
hance the value of the cotton which 
he is holding. I believe that every 
farmer who holds cotton will see to 
it that his neighbors reduce their acre- 
age drastically and that he will also 
see to it that they obey the law if the 
50 per cent reduction is adopted by 
the cotton producing states. Bankers 
in the states which have adopted acre- 
age reduction laws are being pledged 
not to advance to farmers who do not 
comply. 


Consumption Prospects 


T the same time there is every rea- 
son to believe that we will experi- 
ence a material increase in the con- 
sumption of our cotton. The Chinese 
crop is very short as a result of floods, 
and preliminary estimates of the In- 
dian crop indicate it may be one of 
the smallest in years. Every foreign 
country except Russia has reduced its 
acreage and early estimates, even 
after allowing for a considerable in- 
crease in Russia, indicate that the 


Forty-Year Record of Outstandingly Large Crops 


(In bales of 500 pounds. 


Succeeding In 
Crops 
6,658 
7,147 
9,345 

10,575 

10,005 

13,703 

11,192 

7,954 

12,956 
9 


Large 
Crops 
8,941 
10,025 
11,485 
13,438 
13,242 
15,693 
16,135 
13,439 
17,977 
16,284 


Year 


1891 
1894 
1898 
1904 
1908 
1911 
1914 
1920 
1926 
1951 


16.5 


POUR 


It would seem to be more than a 
coincidence that every one of our de- 
pressions has been accompanied by 
bountiful crops of cotton and that the 
years which followed have been sea- 
sons of small production. There is 
every reason to believe that history 
will repeat itself this time as it has 


Acreage 


000 omitted from crop figures) 


Percentage 
of Decrease 


Price Changes 
(in cents per pound) 
High of Suc- 
ceeding Crop 


In Low of 
Crop Big Crop 


production of foreign cotton is 500,- 
000 bales less than last year and is of 
about normal proportions. 

As the carry-over of foreign cotton 
is only 1,000,000 bales in excess of 
normal, the probabilities are that the 
world’s spinners will once more turn 
to American cotton as the chief source 


of their supply. In that event our 
bumper crop may prove a blessing in 
disguise by enabling us to recover our 
former predominant position in Euro- 
pean markets and by forcing a reduc- 
tion in foreign production next year. 


Foreign Demand 


UROPE has taken very little 

American cotton this year because 
of fear that Congress may place on it 
an export bounty. Japan and China, 
however, have been large buyers of 
American cotton and present indica- 
tions are that they will take 750,000 
to 1,000,000 bales more than they did 
last year. American and British mills 
have begun to expand and it is prob- 
able that domestic mills will increase 
their consumption at least 500,000 
bales. British spinners should in- 
crease their takings considerably 
while Germany will undoubtedly take 
more of our cotton as soon as her 
political and financial troubles are ad- 
justed. 

I think it is safe to say that con- 
sumption of our cotton this season 
will increase at least 2,000,000 bales 
over last season, if not more, and that 
it will be something over 13,000,000 
bales. Last season it was only 11,- 
100,000. 

If consumption for the season turns 
out to be only 13,000,000 bales, we 
will have a carry-over at the end of 
the season on July 31, 1932, of ap- 
proximately 15,500,000 bales, includ- 
ing the city crop. 

If next year’s acreage is reduced 
30 to 50 per cent, we should produce 
a crop of about 7,500,000 bales with 
normal weather, and possibly less 
with unfavorable conditions. A crop 
of 7,500,000 bales, added to the carry- 
over, would give us a prospective sup- 
ply of 23,000,000 bales. This may 
seem large at the moment and would 
be large, but for the fact that the 
Farm Board, and its affiliates, are 
under promise to withhold 3,500,000 
bales from the market next season 
unless the price of spot cotton goes 
above twelve and one-half cents. 

The withholding of 3,500,000 bales 
from the market next season would 
reduce the available supply to about 
19,500,000 bales. Such a_ supply 
would be about normal. 

There is every reason to believe 
that world business conditions 
will improve considerably between 
now and the time the next crop comes 
to market. Every period. of reduced 
consumption has been followed by a 
period of expansion and it is probable 
that we may see consumption of 15,- 
000,000 bales or more of our cotton 
next season. 

(Continued on page 348) 
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Coming Out Strong 


Pe geei> there anyone who does not 
know Mark ‘Tapley, that 
child of Dickens, whose am- 
bition in life was to be serene 
and happy in a depressing and dis- 
agreeable environment? 
Happy where he was 
in the inn called The 
Dragon, in old Eng- 
land, he set out to find a 
situation so far removed 
from all that makes for 
contentment that he 
might “come out 
strong,” by which he 
meant, retain his cheer- 
fulness, serenity and 
good will, and thus be a 
credit to himself. 
According to his idea 
of a proper line of conduct, 
no particular credit accrues 
to a man for being happy if 
he has fair prospects and con- 
genial surroundings. Any man 
can be cheerful under such 
circumstances; any man can 
be a fair-weather and good- 
times optimist. Tapley had 
higher ambitions. 
His philosophy led him in- 
to the service of an impecuni- 
ous and improvident young 
master. Together they emi- 
grated to America and to a 
pest hole in the interior. There 
Mark, having nursed his master 
through a dangerous illness, was him- 
self stricken with the same disease, but 
that calamity only dimmed his opti- 
mism and good nature. When he be- 
came too weak to talk, he scratched on 
a slate the watchword of his life, 
“Jolly!” 
Mark ‘Tapley, in all his acknowl- 
edged ignorance, may possibly have 


been wiser than many a man of today 
who with fine intelligence knows and 
dwells upon so many bad signs. 

We are not a dismal, depressed, 
morose people, but there is a lot of 
well-meant but ill-advised talk going 
the rounds about business that is not 
helping business—a lot of “plans” 
being offered that in the last analysis 
force deeper into the public conscious- 
ness the thought of business depres- 

sion. 

There is plenty of the spirit 
of optimism and faith, but more 
of the Tapley spirit is needed to 

counteract the evil 
wrought by the mur- 
murings of the fearful 
ones. 


IMES of adversity 

often develop latent 

abilities in individuals 

which ease, comfort, 

and freedom from care 

would not have brought 

into action. There are 

individuals who in after 

years will look back up- 

on the trials of these 

times as having been in 

the nature of a salutary 

and a beneficial experi- 

ence, because they are 

getting a discipline now 

that they never could 

have learned if the period of high 
speed prosperity had gone on forever. 


This ts a time for everyone to “come 
out strong!” 
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Status of Bonds We Call Legal 


By CHARLES F, SPEARE 


Are Restrictions on the Purchase of Securities by Savings 


Banks and Trust Companies Too Rigid? 


Defects Exist in the 


Present Method of Measuring the Acceptability of Railroad 
Dividend Requirements Often Have Harmful Results. 


Issues. 


apply common sense to the law 

of those states that compel 
their savings banks and trustees to 
invest only in certain securities that 
pass specific tests. The statutory sur- 
roundings of these investments are 
admirable in their conception and ef- 
fective in good times. They are, how- 
ever, inelastic and rather too arbi- 
trary to accomplish the best results in 
a field where the purchase of bonds 
is predicated on possession to matur- 
ity and not on a short term play for 
profits. 


WICE within the past decade 
it has been found necessary to 


Experience in 1921 


N 1921, during the crisis among 

American railroads that grew out 
of the war and from the extraordi- 
nary burdens that were placed on the 
carriers, railroad bonds then legal 
sold at a heavy discount. Had the 
letter of the law then been carried out 
and institutional holders of these ob- 
ligations been forced to sell them 
when they did not meet the special re- 
quirements under which they were 
admitted into the legal list, there 
would have been general banking dis- 
tress. 

A similar situation has again arisen 
this year. It finds savings banks and 
trustees holding legal bonds at depre- 
ciated market values and, owing to 
the 40 per cent decline in railroad net 
operating income, unable to show the 
required cover of interest charges. It 
is taken for granted as this article is 
written in the middle of October that 
once more sound business judgment 
will prevail over the technical legal 
consideration and that measures will 
be enacted permitting institutions to 
retain their bonds, rather than sacri- 
fice them when what the public will 
pay for an obligation of this sort and 
what the obligation intrinsically may 
be worth frequently reflect price dif- 
ferences of as much as 25 to 40 per 
cent. 

The amended act of the banking 
law of New York State referring to 
investments of savings banks in 
bonds and obligations of railroad cor- 


New Approach 


R. SPEARE in this 

article proposes one 
definite change and sug- 
gests several others in the 
laws governing the legality 
of railroad bonds for pur- 
chase by savings banks and 
trustees. A provision, he 
says, which compels a road 
to have paid dividends on 
its stock in five of the six 
years preceding the in- 
vestment, influences some 
roads to pay unjustified 
dividends in order to pre- 
serve the legality of their 
bonds. 


porations sets out as a prime requisite 
for legality that a carrier must have 
earned in each year for at least five 
of the six fiscal years and in the last 
fiscal year, an amount of income not 
less than one and one-half times fixed 
charges. In each year for at least 
five of the six years it must have paid 
also dividends in cash upon its capital 
stock equivalent to at least one-fourth 
of its fixed charges and if it has not 
paid dividends the amount of income 
available for fixed charges must not 
have been less than one and one-half 
times such charges for at least nine 
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out of ten fiscal years; also it was re- 
quired to conform to the rather obvi- 
ous obligation of punctually paying 
the matured principal and interest of 
all its mortgage indebtedness. 


Earnings Increased 


FTER 1921 those railroads which 
in that year could not show 
basis for maintaining their legal priv- 
ilege came back steadily, then rapidly 
so that in 1928 and in 1929 many of 
them were not only earning their in- 
terest more than one and one-half 
times but had produced a net operat- 
ing income of such size that they 
were able to pay larger dividends and, 
as a group, to reach the highest price 
average for their common stocks in 
their history. So complete had been 
the change in the picture which they 
presented that, in 1929 at the session 
of the New York State legislature, an 
amendment was made to the former 
savings bank act which took cogni- 
zance of this improvement in credit. 
It admitted to the legal list the gen- 
eral obligations of over a dozen roads 
with an excéptionally high earning 
power whose privileges had before 
been confined to their underlying 
mortgages and senior securities and 
welcomed the bonds of a group of 
roads that, up to that time, had been 
considered as second-raters so far as 
credit was concerned. Among them 
were a number that twelve or fifteen 
years previously were going through 
the pains of reorganization. 

Those roads whose general obliga- 
tions, as debentures and other unse- 
cured obligations, were placed on the 
legal list must have earned at least 
double all charges and had actual net 
income after such charges of not less 
than $10,000,000 each year for at 
least five of the six fiscal years. The 
preferred carriers were the Atchison, 
Topeka and Sante Fe; Chesapeake and 
Ohio; Chicago, Burlington and 
Quincy; Delaware, Lackawanna and 
Western; Great Northern; Louisville 
and Nashville; Michigan Central; 
Norfolk and Western; Northern Pa- 
cific; Reading; Southern Pacific; 

(Continued on page 354) 


England’s Modern Methods for 
Settling Estates 


By GILBERT T. STEPHENSON 


Vice-President, Equitable Trust Company, Wilmington, Delaware 


The 


Birkenhead Acts of 1925 Resulted in Coordinating 


Britain’s Laws Dealing with Estates. This Legislation Contains 
Valuable Ideas Which Can Be Adapted to Conditions in 


America. 


HE banks of England have 

been in the business of wind- 

ing up estates and administer- 

ing trusts only since about 
1908. Yet within the past twenty- 
three years they have made more 
progress proportionately in trust busi- 
ness than the American banks and 
trust companies have made within the 
past 100 years. That is to say, a 
larger proportion of English than of 
American estates are being wound up 
by trust institutions. In proof of this 
I cite the following facts: In 1929 in 
England 172 estates out of 1000, one 
out of six, were being administered 
by trust corporations; in New Castle 
County, Delaware, 114 out of 1000, 
about one out of nine, were in the 
hands of trust companies or banks; 
in North Carolina thirty-five out of 
1000, one out of twenty-nine; in Salt 
Lake City, Utah, 144 out of 1000, one 
out of seven. This extraordinary 
progress of English trust corpora- 
tions within so short a time should 
challenge the attention of American 
bankers and trust men and lead them 
to make further inquiry into the 
methods of English trust corporations. 


English Are Trust-Minded 


HE one big consideration that 

tends to make the American trust 
man envious of his English brother 
is the superior will-consciousness and 
trust-mindedness of the English peo- 
ple. In the United States, where not 
over one-fourth of the people leave 
wills and a still smaller proportion 
create trusts, the trust man has two 
major problems. The first is to con- 
vince the American people of the wis- 
dom of making wills and creating 
trusts. The second is to convince the 
American people of the wisdom of 
naming a trust company as executor 
and trustee. The former is the great- 
er of the problems. Once a man is 
made to see the wisdom of making a 
will or creating a trust, the logic of 


For Example 


as English common 
law was the foundation 
of the American fiduciary 
system, says Mr. Stephen- 
son, it might be well now to 
follow England’s lead in 
eliminating the “vestiges 
of feudalism” from laws 
governing trust work. 
What Parliament has done 
for England and Wales, he 
believes, can be duplicated 
in this country through ac- 
tion by various state legis- 
latures. 


naming a corporate executor and 
trustee is convincing. 

In England, on the other hand, the 
first of these problems is already 
solved. Says one of the English trust 
men: “Public opinion here for many 
years has been inclined to regard a 
man who fails to make a will as hav- 
ing been definitely careless in regard 
to his affairs and provision for his 
family. It has long been ‘the correct 
thing’ to make a will. Society expects 
John Citizen to make a will and, if 
questioned, John will invariably agree 
that he ought to do so.” All that re- 
mains now to be done is to show the 
English people, already will-conscious 
and trust-minded, the advantages of 
the corporate executor and trustee. 

One would expect to find in England 
valuable suggestions about the devel- 
opment of branch trust departments, 
for England has so long been in the 
lead in developing branch banking 
systems. But in England, the same 
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British Executors Have Unusually Broad Powers. 


as in the United States, the develop- 
ment of a branch trust system is in 
its early stages. The Public Trustee 
has only one branch office. The Royal 
Exchange Assurance has two branch 
trustee departments—at Manchester 
and Bournemouth. The Midland Bank 
Executor and Trustee Company, Lim- 
ited, has five branches—at Liverpool, 
Manchester, Birmingham, Leeds, and 
Newcastle-on-Tyne—in addition to its 
head office in London. Barclays has 
two trustee offices in London and one 
each in Birmingham, Brighton, and 
Manchester. 


Decentralized 


HESE branch offices are as a rule 
almost autonomous. The man- 
agers of the branch departments as- 
sume full responsibility for the oper- 
ation of their offices and refer to the 
head officer only matters of general 
policy. This, it seems to me, is the 
logical way for branch trust depart- 
ments to be operated anywhere. 
Another development with regard 
to the branch executor and trustee 
business, in which England is blazing 
a trail, is that the branch trust offices 
are established without much refer- 
ence to the branch banking offices. 
That is to say, instead of undertaking 
to have a branch trustee department 
in connection with each branch bank- 
ing office, there is only one branch 
trustee department to a number of 
branch banking offices. If the system 
of branch banking continues to make 
the headway in the United States that 
it has made in the past few years, we 
must approach the time when there 
will be in the same city scores of 
branch banking offices of one parent 
bank or trust company. There is no 
reason why there should be as many 
trustee departments as there are 
branch banking offices, for one trustee 
department may easily serve the cus- 
tomers of a hundred or more banking 
offices. So, the development of branch 
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trustee departments, I venture to say, 
will be along the lines of establishing 
only a few trustee departments and 
letting the managers of the branch 
banking offices refer their trust cus- 
tomers to a central trustee department 
or to the branch trustee department 
that serves the customers of that gen- 
eral community. 


Few But Bigger Branches 


HE American trust companies and 

banks that are developing numer- 
ous intercity as well as intracity bank- 
ing offices may well study the English 
plan, as far as it has gone, in estab- 
lishing branch trust departments. In 
my opinion it is not necessary or even 
desirable to equip or to hold out every 
branch banking office to do trust busi- 
ness. The radius of patronage of a 
banking office is much more limited 
than that of a trust department. Cus- 
tomers will go 
farther, for they 
do not have to 
go so frequent- 


ly, for their 
fiduciary ser- 
vices. In fact, 


many of them 
would prefer to 
have their fidu- 
ciary matters 
handled a little 
farther from 
home and a little 
more privately 
than the bank- 
ing office around 
the corner would 
permit. From 
the standpoint 
of profits, there 
are not enough 
estates and 
trusts to be ad- 
ministered in 
the territory of 
the average 
banking office to 
justify  equip- 
ping and man- 
ning a trust de- 
partment. Why 
not, then, be 
guided by the 
economy as well 
as the psychol- 
ogy of the situ- 
ation and establish branch trust de- 
partments only where they will have 
enough patronage to make them rea- 
sonably profitable and let several 
branch banking departments centralize 
the fiduciary requirements of their cus- 
tomers in a single trust department? 

Nearly every English trust corpo- 
ration issues what is known as its offi- 
cial pamphlet. It is usually composed 
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of three parts. The first is a state- 
ment and a brief description of its 
different fiduciary services. The sec- 
ond is a statement of its schedules of 
fees for these services. The third is 
a set of forms for appointment of the 
corporation as executor and trustee. 
This pamphlet is not primarily a piece 
of “sales literature,” though it may 
contain some “selling arguments” in 
behalf of corporate fiduciaries. It is 
the corporation’s official announcement 
of its services, its fees, and its ap- 
proved forms. 

It is as yet premature for Ameri- 
can trust companies to issue similar 
official pamphlets. Fees are not suffi- 
ciently standardized. The issuance of 
approved forms 
might be con- 


strued the 
practice of law 
and for’ that 


reason ob- 


But it is a 
consummation greatly to be de- 
sired. After the Committee on Costs 
and Charges of the Trust Division of 
the American Bankers Association has 
worked out its regional schedules of 
fees and after these fees have been 
generally adopted by the trust com- 
panies of that region, it would seem to 
be entirely practicable and highly de- 


jectionable to the bar. 


rect Thing to Make 
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sirable for trust companies to issue 
official pamphlets, revising them from 
time to time, to be accepted as the 
official statements of the trust com- 
pany as to its services, its fees, and 
its forms. In this respect, England 
has set an example for the United 
States to follow. 

When all has been said and done, 
the greatest single contribution that 
any country has yet made to fiduciary 
service was the legislation of 1925— 
principally the Trustee Act, the Ad- 
ministration of Estates Act, the Law 
of Property Act, and the Settled Land 
Act. These are commonly known as 
the Lord Birkenhead Acts. 

It must not be understood that these 
acts contain 
only new legis- 
lation. A vast 
majority of the 
principles  con- 
tained in them 
were old laws 
that were codi- 
fied and exist- 
ing practices 
that were first 
stated in these 
new acts. Nor 
must it be un- 
derstood that 
these acts were 
the work of one 
day or of one 
man. Instead, 
they were mere- 
ly the climax 
and consumma- 
tion of agitation 
that had been 


going on (for 
years. The main 
“In England It Has thing now is 
Long Been the Cor- that the laws 


were approved, 
that the English 
law of adminis- 
tration of estates and trusts was mod- 
ernized, codified and put into opera- 
tion. 


“Coat of Many Stripes”’ 


NYONE who has occasion to deal 
with the trust matters of Amer- 
ican states must be not only impressed, 
but sometimes must be almost over- 
whelmed by the varieties and contrari- 
eties of fiduciary law and practices. 
While all of them, with the exception 
of Louisiana, are based upon the En- 
glish common law, there have been 
grafted onto them, throughout the 
past 150 years, change upon change 
and amendment upon amendment. 
The fiduciary law of each state, except 
New York, and that only since Sep- 
tember 1, 1930, is a “coat of many 
stripes.” 
(Continued on page 351) 
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A Suspended Bank’s Trust Assets 


HEN a bank suspends, what happens to its trust 

business? During the period of suspension, the 
trust business is carried on by the trust officers and 
their operating staff as if nothing had happened, ex- 
cept that it is under the supervision of the government 
authorities who have charge of the bank. That this 
is the way it actually works out in practice is shown 
by the following statement issued by the state bank 
examiner in charge of the trust department of the 
Bank of the United States: 

“Since December 11, 1930, when the Bank of United 
States was closed, the trust department has continued 
to function without interruption. We have segregated 
all the trust assets and are performing all trust func- 
tions under the various trust appointments as evi- 
denced by indentures, wills, agreements and other 
documents. 

“Trust and safe-keeping securities, which on the 
day of closing comprised approximately $25,000,000 in 
collateral, $29,000,000 in corporate bonds outstanding, 
and $700,000 in cash, are being administered in a 
normal manner as in a going institution. Upon closing 
the bank, sufficient cash was segregated to cover trust 
funds held by the trust department. The net result is 
that the closing of this bank did not affect, in any man- 
ner, the administration, execution or safety of the 
trusts of its clients.” 

What happens to the trust business when a bank is 
liquidated? If the bank is reorganized and reopened 
without losing its identity, the trust business is still 
carried on as if nothing had happened. But if the 
bank goes out of business, special provision must be 
made for each trust account. 

Each account must be treated as a separate entity. 
The trust assets cannot be regarded as a whole and 
delivered en masse to a new bank that opens on the 
old stand or one that takes over the business of the 
bank that failed. In some cases, it will be found that 
the trust instrument provides a successor trustee and 
clothes it with all the powers of the original trustee. 
In others, the method of appointment of a new trustee 
is set forth in the instrument. But in most cases the 
instrument is silent, and recourse must be had to the 
law and practice of the particular jurisdiction. 

If the liquidated bank was executor, the probate 
court will appoint an administrator with the will an- 
nexed; if administrator, it will appoint another admin- 
istrator; if guardian, another guardian; if trustee 
under will or by agreement or under order of court, a 
successor trustee. If the account is a revocable trust 
or an agency and the creator of the trust or principal 
of the agency is still alive and able to speak for him- 
self, he may revoke the trust or terminate the agency 


and enter a new arrangement with the new bank or 


with another one or he may take away the business. 
As regards the trust business of a suspended bank, 


three things may be borne in mind. First, the tem- 
porary suspension or even the outright failure of a 
bank does not involve the trust assets and need not 
affect the trust administration except in so far as it 
produces a temporary timidity and, perhaps, slowing 
up of administration during the period of confusion 
incident to the suspension or liquidation. Second, a 
trust will never fail for want of a trustee; if the in- 
strument is silent about the successor trustee or if 
the creator of the trust is not present to act for him- 
self, the court will appoint a trustee to carry on. 
Third, the creators of trusts or, in their absence, the 
beneficiaries or their representatives may be heard 
about the appointment of a successor trustee, and the 
court will be influenced by their expressed preferences. 

The recent suspensions and failures of banks, so far 
from shaking public confidence in corporate trustee- 
ship, have only served to call the attention of the 
public in a most impressive way to the safeguards and 
protections that are thrown around trust estates com- 
mitted to banks and trust companies. 


William Windom’s Last Speech 


ILLIAM WINDOM, ten years in Congress, ten 
years in the Senate and twice a cabinet officer 


was an ardent advocate of sound money. In all his 
years of public service he was an influential figure 
and by many authorities his utterances were held to be 
the best guidance for the handling of currency prob- 
lems. His last speech, made at the annual dinner of 
the New York Board of Trade and Transportation on 
Jan. 29, 1891, attracted more attention than any other 
in his career He was then Secretary of the Treasury 
and as a matter of course he was discussing currency. 
In his address he said: 

“As poison in the blood permeates arteries, veins, 
nerves, brain and heart, and speedily brings paralysis 
or death, so does a debased or fluctuating currency 
permeate all the arteries of trade, paralyze all kinds of 
business, and bring disaster to all classes of people. 
It is as impossible for commerce to flourish with such 
an instrument, as it is for the human body to grow 
stronger and vigorous with a deadly poison lurking in 
the blood.” 

As he finished the last of the sentences quoted above, 
he sank to the floor, dead—a dramatic ending to an 
earnest effort to impress upon his audience and upon 
the nation that prosperity cannot be made by ex- 
periments in our currency system. 

What he said is as true and as applicable to the 
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situation today as it was in January of 1891, the only 
difference being that between then and the present 
there has accumulated a wealth of evidence to sub- 
stantiate what he said. 


Cooperation with the Bar 


OOPERATION with the bar—or, to speak more 

accurately, cooperation between lawyers in gen- 
eral practice and those in the employment of trust 
departments of banks and trust companies—connotes, 
as is true of all cooperation, working together toward 
the attainment of a definite objective. The definite 
objective in this case is the improvement of service 
to the people with respect to their fiduciary require- 
ments. 

Banks and trust companies—about 4,000 of them 
in the United States—through their trust departments 
are engaged in the business of settling estates, admin- 
istering trusts and performing agencies for custo- 
mers of all kinds, including individuals, partnerships, 
corporations and public institutions. In this connec- 
tion it is well to keep in mind that the settlement of 
estates, the administration of trusts and the perfor- 
mance of agencies are business undertakings and that 
those who perform such functions are engaged in 
business. 

Inseparably entwined with the execution of trust 
business there are certain functions that require a 
technical knowledge of law—things that are purely 
incidental to carrying on the business. Hence lawyers 
and law-trained men in trust departments are being 
constantly called upon, in the course of the day’s work, 
to do things that, standing alone or being performed 
for clients for pay, would be the practice of law. Such 
things include giving advice, partly legal and partly 
business and drafting papers in connection with the 
ordinary, uncontested, routine execution of the trust 
business. These things are essential to the proper 
performance of an executor’s or trustee’s or agent’s 
duties. 

Lawyers in general practice, on their part, would 
limit their activities to the practice of their profes- 
sion of law and would not be known as engaging in 
business or as assisting their clients in connection 
with their business affairs. Yet, as a practical matter, 
it is impossible for a lawyer to keep from mixing law 
and business in the services that he renders his client. 
A lawyer cannot limit his advice or his service strictly 
to the purely legal aspects of the matter in hand. 
From time to time he must step over into the realm 
of business and give advice and perform services that 
do not call into play his technical knowledge and skill 
as a lawyer but rather his judgment and experience 
as a business man. He may even feel obliged at times 
himself to serve as executor or trustee or agent for 
his client even though he recognizes this to be a busi- 
ness rather than a legal function. 

It must be apparent then that, even though it be 
admitted without question that lawyers in trust de- 
partments should not engage in the practice of law 
and that lawyers in general practice should not engage 
in business, there is a twilight zone between law and 
business in connection with trust business in which 
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both types of lawyers find themselves engaged. Co- 
operation with the bar involves adjustment in this 
twilight zone of the working arrangement between 
lawyers in general practice and lawyers in trust de- 
partments. By the extent to which lawyers in gen- 
eral practice recognize the practical necessity of 
lawyers in the trust department giving legal advice 
and performing legal services that are purely inci- 
dental to the trust business in hand and by the extent 
to which lawyers in trust departments recognize the 
practical necessity of lawyers in general practice mix- 
ing business advice and help with their legal advice 
and help in serving the best interests of their clients, 
by that extent will the relations between the two 
types of lawyers be adjusted on a proper and perma- 
nent basis. Thus the best interests of all parties will 
be served in this twilight zone as well as in the realms 
that are admitted, on the one hand, to be purely busi- 
ness and, on the other, to be purely legal. 


A Technical Tale 


ALES told by technicalities seldom make an im- 

pression upon the public mind. Nevertheless from 
the technical side of banking there sometimes come 
reflections that reveal a perhaps unappreciated scope 
of service. 

Nothing could be more technical than a ruling of the 
Federal Reserve Board. For instance, the following: 

“The Federal Reserve Board was recently requested 
to rule upon the question whether a member bank is 
required to carry reserves against amounts received 
on deposit in connection with loans made to individuals 
through its personal loan department. In order to 
provide for the repayment of such loans at maturity, 
borrowers are required to make term payments which, 
instead of being applied directly on their notes, are 
placed in special accounts evidenced by the issuance of 
special pass books. Interest at the savings depart- 
ment rate is allowed on these accounts and this, with 
the accumulated payments, is held until there is a suf- 
ficient amount in the account to retire the loan. Funds 
so received are applicable only toward retiring the 
depositors’ obligations to the bank and are not subject 
to withdrawal for any other purpose. In discounting 
the borrower’s note, interest is charged on the full 
amount of the loan until maturity. 

“After a consideration of this subject, the Federal 
Reserve Board expressed the opinion that payments 
made in connection with such loans in the manner 
above described are deposits within the meaning of 
section 19 of the Federal Reserve Act, and that ac- 
cordingly reserves should be maintained against them 
by member banks. Whether or not these deposits are 
time or demand deposits should be determined in ac- 
cordance with the usual principles laid down in section 
19 of the Federal Reserve Act and in the Federal 
Reserve Board’s Regulation D.” 

All of which means that the operation of personal 
loan departments by banks has reached the dignity of 
a Federal Reserve Board ruling. This in turn indi- 
cates the growing importance of a new activity in 
banking which is directly in the nature of a public 
service to the wage-earner and the salaried worker. 


Protection for the Owners of 
Foreign Bonds 


By IVER C. OLSEN 


An Organization Which Would Represent Holders of Overseas 
Securities Would Be Helpful in the United States. Similar Groups 
Have Long Functioned Successfully Safeguarding Investors in 
England, France, Germany, Switzerland and the Netherlands. 


T has long since been prophesied 

that the rush with which the 

United States entered upon its 

foreign lending activity would 
eventually cause disappointment. In 
attaining the somewhat dubious dis- 
tinction of being the world’s premier 
banker that characteristic American 
“bigger and better” idea was again 
predominant. Foreign countries were 
urged into accepting loans. The fact 
that in some instances there was no 
urgent need for the money made little 
difference and their ability to repay 
the loans was overlooked; the point 
stressed was the fact that our fabu- 
lous wealth was theirs for the asking. 
Newly established underwriting 
houses vied with the older concerns in 
attaining a huge volume of under- 
writing and the result was the variety 
of good and depressed issues which 
are now listed on the exchanges. 


Cure and Prevention 


UR inexperience in foreign lend- 

ing is reflected in the increasing 
number of Latin American bond de- 
faults as well as in the current posi- 
tion of the entire foreign bond list. 
That we have made some serious mis- 
takes goes without saying. The prob- 
lem of the day is (1) to devise some 
means of coping with the present un- 
happy condition of the foreign bond 
market, and (2) to take precautions 
against future mistakes. 

Although the idea often has been 
discussed never before has it been so 
strikingly apparent that a council of 
foreign bondholders, similar to the 
Corporation of Foreign Bondholders 
in England, is an essential corollary 
of a capital exporting nation. Indeed, 
had we been sufficiently foresighted 
to have followed the example of our 
predecessors in this lending role we 
would have established an organiza- 
tion of that type several years ago 
and undoubtedly could have avoided 
many of the shortcomings and falla- 
cies of our past foreign lending activ- 
ity. The functions and accomplish- 


ments of such organizations in Eng- 
land, France, Germany, Switzerland 
and the Netherlands speak for them- 
selves. 

A competent association such as 
suggested could do a great deal to- 
ward preventing unsound issues. The 
prospectus of each issue could be 
scrutinized closely for any weak 
points. Many investors must by now 
be quite unresponsive to generalities 
that have beguiled them in the past. 
Being assured that the prospectus of 
the loan was in order, the proposed 
organization could then make certain 
that the loan was to go into produc- 
tive channels instead of for armament 
purposes or fantastic public work pro- 
jects. The fact that the loan would 
be revenue producing alone consti- 
tutes a strong guarantee that it could 
be repaid. As a final precaution, this 
organization could make a careful 
study of the external and internal 
debt position of the borrowing coun- 
try lest obligations were being in- 
curred beyond budgetary capacity to 
service properly its obligations. 

We can find today far too many 
examples of foreign countries having 
increased their external indebtedness 
beyond manageable proportions by 
way of unproductive loans. The evils 
of such a situation are clearly ap- 
parent; some of the countries are now 
in serious difficulty because they are 
unable to obtain loans for really pro- 
ductive purposes. Alertness on the 
part of a bondholders council in 
quashing unsound issues would, there- 
fore, have been of immeasurable ser- 
vice to these countries as well as to 
our investors. 


Inadequate Information 


UDGING from experience, 

there is another important func- 
tion which a council of foreign bond- 
holders could undertake—that of mak- 
ing available to the investing public 
periodic reports of economic, financial 
and political developments in the vari- 
ous borrowing countries. There have 
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been some really amazing examples of 
how little the investing public knows 
about the foreign bonds they hold. 
Many have purchased issues of for- 
eign municipalities, the exact location 
or economic position of which is en- 
tirely unknown to them. 

Consequently, it is not uncommon 
to find that a crisis in a single coun- 
try often is felt in the entire foreign 
bond list because of the wholesale liq- 
uidation of holdings by these nervous 
and uninformed investors. Many of 
them outride the storm and then lose 
courage and sell at heavy sacrifices 
that are not at all justified in the 
light of actual conditions. Indica- 
tions are not wanting that bear op- 
erators in the foreign bond market 
often find profit in stampeding ner- 
vous investors. 


Facts Would Help 


ERIODICAL reviews and analyses 

of the situation abroad, as affect- 
ing the holder of foreign bonds, by a 
responsible and unbiased agency might 
go far to check the erratic course of 
the foreign bond market. With proper 
guidance in selection, plus complete 
and reliable data as to its basic posi- 
tion, there is no reason why the for- 
eign bond market should not move 
relatively within the same range as 
the domestic bond market. 

That a council of foreign bondhold- 
ers could lend invaluable assistance in 
the event of a default is evident from 
the accomplishments of the British 
Corporation of Foreign Bondholders, 
which has been concerned in the set- 
tlement of debts aggregating over 
$5,000,000,000. The wealth of experi- 
ence that this organization has gained 
from similar proceedings in the past 
enables it to deal with new situations 
promptly and effectively. To negoti- 
ate with a foreign government which 
claims immunity from suit as an at- 
tribute of sovereignty is at best a 
delicate proposition and _ certainly 
needs all the advantages of concerted 

(Continued on page 352) 
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A $5000 Fraud Instantly Detected 


Check Photography 


AN ACTUAL CASE....Could it have happened in your bank? 


FLY-BY-NIGHT brokerage concern in 

New York received two checks 
from an officer of a southern bank. Each 
check was for $5000. One had been cer- 
tified by the out-of-town bank. The 
brokers deposited both checks in a New 
York bank and tried to draw against 
them. The bank allowed them to draw 
against the certified check only. 

A few days later, the New York bank 
was notified that the two checks were 
being returned, marked ‘‘payment 
stopped.’” When the checks arrived, 
each bore a stop-payment mark. Careful 


scrutiny failed to disclose any sign of the 
certification mark which one of the 
checks had previously borne. Ordina- 
tily, the New York bank would have 
been forced to accept the ‘‘stop-pay- 
ment’’ instructions of the southern 
bank. Since the brokers had vanished, it 
would have been defrauded. 

However, the New York bank had 
photographed these checks when first 
presented for collection. The photo- 
graphic copies revealed that one check 
had been certified by the out-of-town 
bank. The stamp had been erased and 


Recordak Corporation 


Subsidiary of EASTMAN KODAK COMPANY 


When writing to advertisers please mention the American Bankers Association Journal 


the stop-payment mark substituted. 

A telephone conversation with the 
officer of the southern bank resulted in 
an immediate restitution of the funds. 

If your bank is Recordak-equipped, 
you can photograph every certified 
check when it is received for collection, 
and thus prevent loss from alteration of 
the certification stamp. 

Just one instance of how Recordak 
can be of inestimable value to you. 

Send for Free Booklet Telling the 

Complete Recordak Story 


Recordak Corporation 
350 Madison Ave., New York City 


Please send me free booklet: “Improved 
Banking With the Recordak.” 
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This Georgia Marble building preserves for 
the ages the Henry Clay Folger 
collection of Shakespeareana 


Left. Tue Fotcer SHAKESPEARE 
Lisrary, Capitol Hill, Washing- 
ton, D.C., Paul P. Cret, Architect; 
Alexander B. Trowbridge, Con- 
sulting Architect; John Gregory, 
Sculptor; James Baird Co., Bldrs. 


Below. From Macsetu. 
This is one of nine bas-reliefs, 
located under the nine windows 
in the principal facade. Five of 
Shakespeare’s tragedies and four 
of his comedies are to be depicted. 
Two bas-relicfs are now finished; 
the carving on the others is in 
progress. 


UST as a modern white gold jewel box may contain rare 
jewels and stones of earlier times, so this modern marble 
temple will house the priceless Folger collection in a quaint 


Elizabethan interior. 


From the stand point of design, materials used, and mission, 


this is the most important building of the year. The centre THE 

GEORGIA MARBLE 
COMPANY 
Tate, Georgia 


portion of the building contains the library rooms and exhibition 
gallery; the near bay contains the reception room, offices, and 


private study rooms. ‘The entire interior of the other bay is a New York . . 1328 Broadway 


. ATLANTA . 814 Bona Allen Bldg. 
complete ‘Shakespearean Theatre” where plays will be presented 
Cuicaco . 648 Builders’? Bidg. 


as they were originally in Shakespeare’s time. CueveLanp . 1200 Keith Bldg. 


Da.uas . . . 622 Construction 
Industries Bldg. 


chosen because it measures up to the high standards set by those G BE O RG | A | 
responsible for the choice of a material that will protect, for M A RB LE 


generations, the priceless treasures housed within. 


It was not by mere chance that Georgia Marble was chosen 


for the exterior of the Folger Library. Georgia Marble was 
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Savings Total $28,214,907,000 


By W. ESPEY ALBIG 


Deputy Manager, American Bankers Association 


Nation-Wide Survey Discloses Decrease of Less Than Tenth 
of 1 Per Cent. Gains Occurred in New England and Pacific 


Areas. South Reflects Cotton Prices. 


Comparison with 1911 


Reveals Savings Rise Averaging About $1,000,000,000 Yearly. 


T the close of the year ending 

June 30, 1931, savings deposits 

in banks and trust companies of 

Continental United States stood 

at $28,214,907,000, a decrease of $270,- 

085,000 as compared with the preced- 

ing year, according to reports re- 

ceived by the Savings Division, Ameri- 

can Bankers Association, thus bring- 

ing them to a point $3,000,000 below 
the 1929 total. 

This decline in savings may appear 
surprising in view of the current re- 
ports throughout the year of great 
gains in savings deposits in certain 
areas of the country or in some banks. 
The explanation lies in the shift of 
deposits among institutions, of which 
no mention is usually made, and also 
the actual gain in some parts of the 
country with corresponding recessions 
in other regions. 


Numerous Factors Involved 


ORMALLY the recession in man- 

ufacturing, the lessened prices 
received for agricultural products, the 
low yield in livestock, the stagnation in 
mining, the eclipse of foreign export 
trade, and the diminution of freight 
and passenger traffic on transportation 
lines, would serve to decrease the 
amount of money available for deposit 
in savings in banks. Offsetting that to 
some degree is the money no longer 
needed in industry and investment 
which might seek temporary repose in 
a bank as savings. 

As to how much money enters sav- 
ings from industry during a lull in 
commercial activity, there has always 
been much discussion and little agree- 
ment. The belief is generally held 
that in times of least demand for 
money in business, commercial funds 
go into savings and that during times 
of great commercial activity these 
sums are withdrawn. Whether or not 
this belief is correct, a period of re- 
covery has never yet operated in the 
United States to decrease the amount 
in savings. 

Rarely if ever has the United States 
witnessed such another period of com- 
mercial activity as that which occurred 


(| The True Picture ) 


‘TS volume of savings 
deposits in the United 
States today is more than 
three times what it was in 
1911, twenty years ago. If 
popilation had increased 
at the same rate, the coun- 
try would now be support- 
ing approximately 320,000,- 
000 persons. A comparison 
of the figures for each sec- 
tion, with those for 1911, 
furnishes impressive evi- 
dence that thrift has 
enough momentum in 
America to carry it through 
any depression. 


with slight interruptions during the 
years 1925 to 1929. During that time 
savings deposits increased from $23,- 
000,000,000 to $28,000,000,000, an in- 
crease of $5,000,000,000. Depression 
marked the years of 1921 and 1922. It 
might have been expected that during 
this period commercial money would 
have found its way into savings to 
such a degree that the resumption of 
activity in 1923 would have brought 
about a reduction in savings. Such was 
not the case, for 1923 showed an in- 
crease in savings of more than §$2,- 
000,000,000 over 1922, and 1924 topped 
1923 by $1,500,000,000. Preceding eras 
of commercial activity leave no room 
for belief that our next period of nor- 
mal industry will to any perceptible 
degree reduce the amount of money 
now found in savings. 


Investment Funds 


F. we wish to make a closer analysis 
and give attention only to the sav- 
ings which are deposited in savings 
accounts on pass books, and eliminate 
all deposits on time certificates of de- 
posit, the picture will in no wise be 
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different. That there is a considerable 
volume of investment funds in savings 
at present no one doubts. The sum is 
likely very little greater than the nor- 
mal amount “invested in savings.” 
More attention is simply being paid to 
it now in an effort to explain why sav- 
ings remain at a high point in the 
midst of a far reaching depression. 

In normal times, it is estimated, 
about $415,000,000 is hoarded. Hoard- 
ing consists of taking money from ac- 
tual circulation and hiding it, not for 
use, but for the personal gratification 
of seeing it or keeping it from loss. 
At present the claim is made that 
money has been physically secreted in 
an amount between $800,000,000 and 
$1,000,000,000, or more than twice the 
usual sum. Under the present mone- 
tary system in the United States the 
supply of money in circulation is read- 
ily responsive to the needs of increased 
or diminished business. When industry 
is at high tide the amount of money 
in circulation tends to increase. In 
quieter periods the supply dwindles. 


Down and Up 


N keeping with this rule the amount 

of money in circulation dropped 
sharply toward the end of 1929, until 
by June 30, 1930, it had almost reached 
the mark established in 1922, the low- 
est since the World War. During the 
current year it might have been ex- 
pected to recede further, but, on the 
contrary, by June 30, 1931, it had 
reached a point almost $300,000,000 
above that registered one year earlier. 
This added volume is necessary to re- 
plenish the circulation depleted many 
millions of dollars by hoarding, occa- 
sional sums by misers, more substan- 
tial amounts by people obsessed by 
fear. 

What effect a recreation of con- 
fidence on the part of the owners 
of this money would have had upon 
the present volume of savings deposits 
is simply a fruitless speculation. 
There was a general increase through- 
out the country in postal savings de- 
posited in banks which during the year 
increased from $171,497,000 in 1930, 
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to $298,510,000 in 1931. Of course the 
interest rate paid on savings by banks 
in some cases reached a point where 
it was not greater than that paid by 
the post offices to depositors in postal 
savings. The rate, however, appears to 
have been of little consequence in the 
face of the prevailing restlessness. 

More important from a social view- 
point than the loss in the amount of 
deposits is the decrease in the number 
of depositors, which amounts to almost 
2,000,000. A study of the banking situ- 
ation during the past two years shows 
that the recession in individual depos- 
its, in savings deposits and in the 
number of savings depositors is least 
in those areas where confidence per- 
sisted. 


In New England, in which there 


were but fourteen suspensions during 
the last two years, and half of those 
in one state and none in two states, 
there was a gain in deposits in each 
state except one, a gain in total in- 
dividual deposits in three states, a 
gain of depositors in two states, and 
the loss in depositors in the area slight, 
being but 8/10 of 1 per cent of the 
number of depositors a year ago. 


Interest Rates Decreased 


N ordinary times the rate of inter- 

est paid by banks on savings depos- 
its is a very important factor in de- 
termining where money will be depos- 
ited. During the past year the rates 
paid by banks have been less. The at- 
titude of depositors over the safety of 
deposits has possibly caused most of 
them to be more indifferent than usual 
to the rate paid. 

In the United States there are two 
widely varying uses of money depos- 
ited as savings in banks. In that 
part of the country where there is 
abundance of demand deposits, these 
funds are adequate for all the require- 
ments of commercial banking. In con- 
sequence savings deposits are largely 
utilized in the financing of home build- 
ing, in improving real estate in cities, 
and in other long time investments. 
This money earns a greater interest 
return than is possible when it is used 
in commercial transactions. Naturally 
the depositor receives a higher rate of 
interest. In some parts of the United 
States, however, there is not a suffi- 
cient volume of checking deposits to 
care for normal business. It has long 
been the practice of many banks in 
those areas to use time deposits to- 
gether with demand deposits for 
financing the needs of trade and in- 
dustry. The nature of this financing 
makes it imperative that the banks 
secure their time money at the lowest 
rate possible. It naturally follows that 
deposits earn a lower return. 

This serves to explain the high rate 


of activity and the greater volatility 
of savings deposits in those regions 
where the rate is commonly low or 
where it varies in accordance with the 


‘rates paid on commercial money. A 


slight change in business or in agri- 
culture will at once affect the deposits 
in savings because their owners use 
the savings department of a bank 
purely as a reservoir for surplus 
funds. As soon as they attain a con- 
siderable volume they are utilized for 
the purchase of goods or investments. 
The “investment in savings” is much 
less than where the interest rate is 
higher. 


Individual Deposits Down 


HE decline in savings deposits is 

slight in comparison with that of 
individual deposits, which stand $2,- 
960,821,000 below last year. In con- 
sequence, the relation of savings de- 
posits to individual deposits, which a 
year ago was 56 per cent, is now 59 per 
cent, the highest percentage it has 
reached since tabulations were begun 
in 1910. 

Individual deposits, which are made 
up of time and checking deposits, have 
shown a tendency to decline since 1928. 
Checking deposits have indicated a 
sagging tendency since 1927. For the 
current year, although individual de- 
posits are in approximately the same 
position as in 1926, checking deposits 
have decreased 14.8 per cent from that 
period, while time deposits have cor- 
respondingly increased 14.4 per cent 
over 1926. 

It is naturally to be expected that 
in a time of lessened activity checking 
deposits would diminish, since in many 
cases they represent discounts neces- 
sary in the conduct of business. This 
decrease is possibly augmented by the 
seepage of some commercial deposits 
into time deposits and by hoarding, 
which is without doubt one of the 
greatest factors that caused the money 
in circulation to increase by about 
$300,000,000 during the current year. 

It might be well to consider whether 
the time has not arrived in the history 
of the United States when the increase 
in time deposits will be much more 
rapid than in commercial deposits. 
Even in times of widespread unem- 
ployment savings tend to increase. For 
eight years many industries in Great 
Britain have been under a fog of less- 
ened activity. The number of unem- 
ployed has risen until by June 30,1931, 
it was in excess of 2,500,000 out of a 
working population of 12,000,000. Yet 
savings deposits in Great Britain dur- 
ing that time have increased. 

With only occasional exceptions the 
tendency in the last twenty years in 
the United States has been toward an 
increase in time deposits in relation to 
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individual deposits. During that era 
the increase has been from 51 per cent 
of individual deposits in 1911, to 59 
per cent in 1931. Thus, in 1911, de- 
mand deposits comprised 49 per cent 
of individual deposits and in 1931 but 
41 per cent. During those years in- 
dividual deposits have increased from 
over $15,000,000,000 to $47,000,000,- 
000, a gain of $32,000,000,000; check- 
ing deposits from over $7,000,000,000 
to $19,000,000,000, a gain of almost 
$12,000,000,000; while time deposits 
have increased from almost $8,000,- 
000,000 to over $28,000,000,000, an 
increase in savings deposits of $20,- 
000,000,000. 

Five New England States, Maine, 
New Hampshire, Massachusetts, 
Rhode Island and Connecticut, show 
an increase in deposits over last year. 
New Hampshire and Rhode Island 
show a gain in depositors, although the 
district as a whole shows a loss of 63,- 
292. Three states of the group, New 
Hampshire, Rhode Island, and Con- 
necticut show an increase in total in- 
dividual deposits. Of the total individ- 
ual deposits in New England, 77 per 
cent are found in time deposits. There 
is no doubt that the satisfactory show- 
ing in New England is due to the 
diversified industries, the large sums 
of money already in savings deposits, 
and the greater amount of vacation 
travel induced by the advertising of 
New England as a summer play- 
ground. 


Middle Atlantic States 


HIS area as in the case of New 

England constitutes the very back- 
bone of savings. It comprises a popu- 
lation of almost 29,000,000, which is 
an empire in itself. Its industries are 
highly diversified. In some measure 
also it is a clearinghouse for the prod- 
ucts of other parts of the nation. 
Every state in this group shows an 
increase in savings over last year, the 
gain being almost $400,000,000. In this 
area, if anywhere, the seepage of com- 
mercial and investment funds into sav- 
ings deposits would be greatest. 

In depositors, only Delaware and 
District of Columbia show an in- 
crease. Pennsylvania and New York 
show the greatest declines, the former 
having a decrease of 5.4 per cent and 
the latter of 1.8 per cent from last 
year. The diminution of depositors in 
Pennsylvania, aside from unusual fac- 
tors, can be explained by the low con- 
dition of steel, coal and textiles during 
the year and the unsatisfactory return 
from farm products. Maryland joined 
Delaware and District of Columbia in 
an increase in individual deposits, 
while New York had a decrease of 
$368,000,000, and Pennsylvania of 

(Continued on page 329) 
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CENTRAL REPUBLIC BANK 


AND TRUST COMPANY 


208 SOUTH LASALLE STREET, CHICAGO 


STATEMENT OF CONDITION, SEPTEMBER 29, 1931 


DIRECTORS 


CHARLES G. DAWES 
Honorary Chairman of the Board 


DARRELL S. BOYD 
Fisher, Boyden, Bell, Boyd & Marshall 


JOSEPH H. BRIGGS 
Vice President, H. M. Byllesby & Co. 


GEORGE T. BUCKINGHAM 
Defrees, Buckingham, Jones & Hoffman 


DANIEL H. BURNHAM 
D. H. Burnham & Co. 


GEORGE R. CARR 
Vice President, Dearborn Chemical Co. 


CHARLES S. CASTLE 
Banker, Retired 


HARLEY L. CLARKE 
President, Utilities Power and Light Corp. 


PHILIP R. CLARKE 
President 


HENRY M, DAWES 
President, Pure Oil Co. 


RUFUS C. D. 
ter 


WILLIAM R. DAWES 
Vice President 


GEORGE W. DIXON 
President, Arthur Dixon Transfer Ca, 


GEORGE B. DRYDEN 
President, Dryden Rubber Co, 


GEORGE A. EDDY 
President, Goss Printing Press Co. 


DAVID R. FORGAN 
Co-Chairman of the Board 


GEORGE F. GETZ 
Chairman of the Board, Globe Coal Co. 


JOHN GOODRIDGE 
Vice President, Willing Investment Trust 


JAMES E. GORMAN 
Chicago, Rock Island & Pacific 


JAMES E. GREENEBAUM 
Vice President 


M. E. GREENEBAUM 
Vice Cheirman of the Board 


RICHARD C. HALL 
Retired Merchant 


SAMUEL M. HASTINGS 
Chairman Finance Committee, Dayton 
Scale Company — International 
Business Machine Corp. 


CHARLES W. HIGLEY 
President, Hanover Fire Insurance Co. 


HENRY H. HILTON 
Ginn & Company 


JAMES M. HOPKI 

Chairman of the Bocrd, Camel Co. 
HARRY B. HURD 

Pam & Hurd 
EDWARD N. HURLEY 


Chairman Executive Committee, Electric 
Household Utilities Corp. 


W. J. JACKSON 
Presiden, Chicege & Eastern 
Illinois Railway Co. 


JAMES S. KEMPER 
Lumbermens Mutual Casualty 


F. J. LEWIS 
Gaetan of the Board, F. J. Lewis Mfg. 


JOHN A. LYNCH 
Chairman, Executive Committee 


JOHN A. McCORMICK 
Vice President 


Cc. M. MODERWELL 
Chicago, Wilmington & Franklin Coal Co. 


ROBERT H. MORSE 
Vice President, Fairbanks, Morse & Co. 


JOHN W. O'LEARY 
Vice Chairman of the Board 


JOSEPH E. OTIS 
Co-Chairman of the Boerd 


JOSEPH E. OTIS, JR. 
Vice President & ee Manager, The 
Alemite Mfg. Cor; 


H. E. OTTE 
Vice Chairman of the Board 


BURTON F. PEEK 
Vice President, Deere & Co., Moline, Ill. 


CONRAD H. POPPENHUSEN 
Poppenhusen, Johnston, Thompson &Cole 


T. W. ROBINSON 
Vice President, Illinois Steel Co. 


RAYMOND W. STEVENS 
President, Illinois Life Insurance Company 


CHARLES R. STREET 
Vice President, Greet American Insur- 
ence Co. 


LOUIS F. SWIFT 
Chairman of Board, Swift & Co. 


LUCIUS TETER 
Vice Chairman, Executive Committee 


EUGENE V. R. THAYER 


RAWLEIGH WARNER 
on President and Treasurer, Pure Oil 


HARRY P. WEBER 
Vice President and General Counsel, 
Chicago City Railways 


A. G. WELLS 
Vice President, Atchison, Topeke & 
Santa Fe Railway Co. 


JOHN E. WILDER 
President, Wilder & Co. 


WALTER H. WILSON 
Vice President 


MARK W. WOODS 
President, Woods Bros. Corp., Lincoln, 
jebras! 


RESOURCES 


Cash and Due from Banks.........$ 47,718,689.46 


United States Government Securities 
Other Bonds and Securities......++ 
Loans and Discounts.....+.+++++- 
Federal Reserve Bank Stock......- 
Real Estate 
Accrued Interest 
Other Resources. 


Customers’ Liability, Account Ac- 
ceptances and Letters of Credit 


20,145,539.01 
27,291,423.44 
147,508,271.03 
1,116,000.00 
4,100,121.77 
1,307,558.35 
1,122,331.16 


6,689,531.98 


Total. 


LIABILITIES 


14,000,000.00 
10,000,000.00 
4,035,532.80 
2,114,993.08 
420,000.00 
345,923.97 


Undivided Profits. 
Reserved for Taxes, Interest, etc..... 
Reserved for Dividend Payable Oct.1 
Other 


Acceptances and Letters of Credit 
under Guarantee... 


6,713,008.63 
219,370,007.72 


Total... 


The foregoing statement does not include assets of the invest- 
ment affiliate, Central Republic Company, whose capital 
stock is trusteed for the benefit of the stockholders 
of Central Republic Bank and Trust Company. 
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The New Noiseless Monroe is 
quiet beyond belief. Its speed is 
more than six revolutions per 
second. Conveniently small and 
handy—it weighs 20 to 25 pounds 
less than other keyboard calcu- 
lating machines of like capacity. 3 
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MONROE 


This amazing new Monroe cuts out the cost of check- 
ing and rechecking figures for accuracy. It shows 
“Spot-Proof” of the first-time accuracy of each step 
in every problem. Proved figures need no checking, 


GOOD calculating machine is nothing new—but a 

calculating machine that at one fell swoop can cut 

out all the cost and drudgery of checking and recheck- 

ing figures for accuracy, is new. It makes any business 
man sit up and take notice. 

The New Noiseless Monroe does just that. It shows 
“Spot-Proof” of the accuracy of each step in figuring, 
as it is done; from the original entry of the figures on 
the keyboard through all intermediate steps to the final 
answer. “Spot-Proof” eliminates checking because 
proved figures need no checking. 

This new Monroe “Spot-Proof” of first-time accuracy 
applies to every kind of business figuring from simple 
addition to the most elaborate proration or statistical 
problem. 

“Spot-Proof” of first-time accuracy is accomplished 
by new accumulator dials—negative and positive, new 
half-cent and split dials, new keyboard construction, 
new clearance and shift—all features that save count- 
less, costly steps—they make it the greatest advance in 


calculating machines since the first Monroe machine 
was invented. 

To see on your own figures how “Spot-Proof” of first- 
time accuracy and the other new Monroe features can 
save you money, call your nearest Monroe representa- 
tive, or write direct to Orange, New Jersey. 


The New Noiseless 


MONROE 


HIGH ADDING-CALCULATOR 
The Machine for Every Desk. 


We have prepared an interesting pamphlet, “ Spot-Proof 
of First-Time Accuracy”, which gives detailed explana- 
tions and examples of how checking costs are elimi- 
nated, and of the other economies effected by this 
revolutionary new Monroe. Your copy will be sent 
you promptly on receipt of the coupon below. 


Monroe Calculating Machine Company, Inc., Orange, New Jersey: Please send me a copy of “Spot-Proof of First-Time Accuracy”. 


When writing to advertisers please mention the American Bankers Association Journal 
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How much does checking of 


gure work cost your business? 
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Savings Total $28,214,907,000 


$138,000,000. This is explained by the 
recession in business activity which 
would reduce the discounts for rede- 
posit in banks. The increase in sav- 
ings in the Middle Atlantic States 
amounted to $387,000,000, the decrease 
in depositors to 550,000, and the in- 
dividual deposits to $511,000,000. It 
should be borne in mind that one im- 
portant factor in increasing year after 
year the deposits in savings in the 
Middle Atlantic and New England 
States is due to the higher rate of in- 
terest usually paid on this type of de- 
posit in those areas. 


The South 


ITHOUT exception the southern 

states showed a decrease in sav- 
ings deposits, although that of Vir- 
ginia and Texas was relatively slight. 
The total decrease amounted to $217,- 
000,000, while the depositors decreased 
by 251,000, and total individual de- 
posits by $525,000,000. The low price 
for the staple product, cotton, and its 
by-products was of course an impor- 
tant factor, as well as similar low 
prices for other products of the soil. 
Attention also must be given to the 
fact that in the South the checking 
deposits in banks are ordinarily not 
adequate to cover the demands of 
trade, manufacturing and commerce. 
In consequence of the lower rates of 
interest paid on time deposits, banks 
are used by savers simply as a reser- 
voir to accumulate money which will 
presently be utilized for investment 
purposes. Undoubtedly there is much 
less “investment in savings” in the 
South than in New England and in 
the Middle Atlantic States. 


Central States 


AST year three states in this area 
each had savings in banks in ex- 
cess of $1,000,000,000. All three, II- 
linois, Michigan, and Ohio, suffered 
losses this year, that of Ohio being 
slight as compared with the other two. 
Michigan for the time drops out of 
the billion dollar class. In Minnesota 
the loss was slight, followed in order 
by Missouri, Wisconsin, Indiana and 
Iowa. The recession in deposits in 
the East Central Area totals $575,- 
000,000. The number of depositors 
decreased by 180,000, each state show- 
ing a loss with the exception of In- 
diana. Individual deposits decreased 
in every state, the total being in ex- 
cess of $1,500,000,000. 
Savings in the West Central States 
withstood the unfavorable conditions 
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of this year better than last, the de- 
crease being $60,000,000. The loss in 
New Mexico and Wyoming is slight. 
The greatest ebb is in South Dakota, 
followed closely by Colorado. The 
loss in depositors, in excess of 100,- 
000, shows a decided reversal from a 
year ago, when a gain of over 8,000 
was reported. As is to be expected, 
there is a notable decline in individ- 
ual deposits, amounting to almost 
$210,000,000. The decrease in check- 
ing deposits is greater by $140,000,000 
than the decrease in time deposits. 


Pacific 


HE Pacific States join New En- 
gland and the Middle Atlantic 
States in showing an increase in sav- 
ings deposits, which this year is al- 
most $17,000,000. California leads 
off with a gain of about $14,000,000, 
followed by Utah and Washington. 
No state in this area has any great 
loss, Nevada having the smallest, with 
its decrease less than $1,000,000, fol- 
lowed in order by Oregon, Idaho and 
Arizona. Despite the gain in deposits 
the decrease in the number of de- 
positors in this region is considerable, 
reaching almost 225,000. The decline 
in individual deposits, in the amount 
of over $120,000,000, indicates that 
checking deposits in this area declined 
during the year to the amount of 
about $137,000,000. 
Hawaii, which a year ago rejoiced 
in a rise of savings deposits of $10 per 
inhabitant over the preceding year 
has this year suffered an eclipse, with 
a decrease in savings deposits of over 
$9,000,000,- which represents a reces- 
sion of $23 per inhabitant. The de- 
positors, of which the Japanese had 
the greatest number of accounts, de- 
creased by 24,859, and the individual 
deposits fell $7,458,000. Failure to 
reach the mark of a year ago indi- 
cates that paralysis of industry which 
descended upon this beautiful para- 
dise of the Pacific. 


Reasons for Optimism 


HE picture covering the United 
States is not as drab as it appears 


at first glance. Provident people are 
maintaining their accounts in banks. 
They are adding to their balances. 
Recessions, both in the volume of 
money deposited and in the number 
of depositors, are a natural result of 
conditions during the past year. Oc- 
casionally an attempt is made to show 
that real savings throughout the years 
increased only slightly, since the prin- 


cipal with the interest added should 
annually show a considerable increase. 
That reasoning is largely academic. 
A bank with savings deposits of 
$1,000,000 may find during the year 
that anywhere from 50 to 70 per cent 
of its deposits have been withdrawn, 
to be replaced by new funds. This 
activity, which increases from year to 
year, in savings funds renders inaccu- 
rate any computation on the basis of 
a fixed fund. The volume of savings 
deposited in the banks cannot be re- 
garded as a solid mass from which 
only occasional withdrawals are made 
and which tends to grow both through 
deposits and through the interest 
added by the banks. The more than 
$28,000,000,000 now standing to the 
credit of more than 51,000,000 deposi- 
tors is highly liquid. It represents a 
spring into which is constantly pour- 
ing a stream of fresh water and from 
which is going another stream equal- 
ing that which enters. The waters 
of the spring are constantly changing. 
It is highly fitting in this year of 
depression to turn to a similar one, 
the year closing, June 80, 1921, just 
ten years ago. As compared with that 
year, the New England Area now has 
gained 64 per cent per inhabitant, 
every state showing a gain. In the 
Middle Atlantic States the increase is 
more notable, indicating a gain in ex- 
cess of 80 per cent per inhabitant, in 
which every state participates. [n 
the Southern States, although not all 
the states in the area have an advance 
per inhabitant over 1921, yet the sav, 
ings per individual for the group has 
increased by over 16 per cent. The 
East Central States go forward, as do 
the Pacific States. In only the West 
Central States is a loss registered. 


Twenty Years Ago 


Recently many comparisons have 
been made concerning the length and 
depth of the present depression in con- 
nection with those of 1907, 1896, 1873 
and 1837. Information as to deposits 
in savings is not available covering 
the whole country in any of those 
years. It is illuminating, however, to 
look back but twenty years and com- 
pare the financial condition of the peo- 
ple of the United States in the lean 
year of 1911 with that of the present 
period, following a depression of 
eighteen months’ duration. 

If the savings in New England of 
today are compared with those of 
1911, the increase is sufficient so that 
every man, woman and child in New 
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England has a gain of 154 per cent 
in savings. In Massachusetts the per- 
centage is much greater than the av- 
erage, running to 175 per cent. In 
the Middle Atlantic States the least 
gain in any state is 185 per cent and 
the average per inhabitant over 1911 
exceeds 204 per cent. In the Southern 
States, which have borne an excegd- 
ingly heavy burden for the past two 
years, the gain in savings per inhabi- 
tant this year over that of 1911 is 
212 per cent. 

The East Central States, which for 
obvious reasons show a recession be- 
yond that which might be expected 
were it not for causes outside 01 the 
depression itself, had a gain in twenty 
years of over 117 per cent per inhabi- 
tant. The West Central States, so 
often a prey to the vagaries of nature, 
increased almost 82 per cent. The 
Pacific States, which have witnessed 
such a great migration from other 
parts of the United States to that sec- 
tion during the twenty years compre- 
hended in this statement, advanced 
over 167 per cent, which likewise is 
the average gain for every man, wo- 
man and child living in the United 
States. 


Certain Present Factors 


N unusual factor affecting the 
total of savings which cannot be 
tabulated has to do with time deposits 
in closed banks now being liquidated. 
No information is available as to the 
sum total of these deposits at any 
specified date. As the assets of the 
banks are converted into cash the lat- 
ter is of course redeposited in going 
banks, later distributed to the owners, 
and thus included in their deposits in 
other institutions. While there was a 
considerable volume of money tied up 
in this way on June 30, 1931, the 
amount was not nearly as great. as 
would be indicated by the total sav- 
ings deposits in the banks at the time 
of their closing. The total received 
by such estimates would be a forced 
figure rather than a voluntary one. 
Ordinarily during the past year the 
depositors would have withdrawn 
large sums for normal expenditure. 
On the whole it is likely that the 
amount of time deposits actually in 
close banks would constitute a less 
substantial figure in increasing the 
recorded total in savings than the un- 
usual amount withdrawn not for use 
but for hoarding, would reduce it. 
The social effect caused by frozen 
deposits is without doubt much graver 
than that resulting from the immedi- 
ate financial deprivation, for accord- 
ing to reasonable estimates 90 per 
cent of deposits are eventually re- 
turned to their owners. In a majority 
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of cases the depositors receive all 
their deposits. The lack of confidence 
on the part of the depositors en- 
gendered by bank failures is likely to 
enter into other relationships of life. 
Depositors become distrustful of fi- 
nancial institutions, their managers, 
and even of the integrity of business 
generally. They do not know that 
many of the bank failures of the last 
twelve months have been brought 
about by conditions over which the 
managers of the banks had absolutely 
no control and which they were 
powerless to prevent. 
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Practices in industry and corporate 
financing during the last decade have 
changed very rapidly. In consequence 
the business depression which began 
in 1929 and spread over the whole 
world threw on financial institutions a 
burden which in some cases they were 
unable to meet. 

Whatever, therefore, the ensuing 
twelve months bring in increased busi- 
ness activity or in a further recession, 
the people of the United States were 
never bulwarked better behind a for- 
tress of savings in banks than they 
are today. 


SUMMARY OF SAVINGS DEPOSITS AND DEPOSITORS IN THE BANKS AND TRUST COM- 
PANIES OF CONTINENTAL UNITED STATES COMPILED FROM REPORTS RECEIVED BY THE 
SAVINGS DIVISION, AMERICAN BANKERS ASSOCIATION 
(June 30, 1931) 


Gain in 
Savings 


(1) Per 
Inhab., 
Savings, 


Savings, 
1931 
(000 

Omitted) 


$326,109 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 


New England States.. 4,950,721 


New Jersey 

Pennsylvania 

District of Columbia. . 

Delaware 

Maryland 546,636 
Middle Atlantic States 12,857,527 


245,826 
143,987 
110,406 
65,895 
127,353 
73,651 
88,863 
71,286 
141,236 
225,132 
55,903 
176,175 
159,383 
1,685,096 


Virginia 
West Virginia 
North Carolina 


Mississippi 
Louisiana 
Texas 
Arkansas 
Kentucky 
Tennessee 


1,375,037 
346,081 
1,135,094 


Ohio 

Indiana .. 

Illinois 

Michigan .. 
Wisconsin 

Minnesota 

Iowa 

Missouri (3) 

East Central States. . 


North Dakota.. 
South Dakota.. 
Nebraska 


5,665,612 


51,462 
54,835 
126,156 
100,845 
61,166 
24,868 
100,773 
11,478 
107,484 
639,067 


Colorado (4) 

New Mexico 
Oklahoma 

West Central States. . 


Washington 
Oregon 


United States 
Hawaii 
U. S. and Hawaii.... 


28,214,907 
44,298 
28,259,205 
yIncludes complete reports from national banks 


trust companies in forty States. 
— Decrease. 


*No report of depositors in State chartered banks and trust companies received for 1931. 


reported figures used. 
(1) Based on census, July 1, 1930. 
(2) May 12, 1931. 
(3) April 24, 1931. 
(4) June 27, 1931. 
(5) June 24, 1931. 


Per Cent 
Gain in 
Savings 


Per Cent 
Gain in 


Per Cent 
Gain in 
Savings Savings 


per per 
Inhab., Inhab., 
1931 1931 
Over 1930 Over 1921 Over 1911 
2. 127.9 
124.1 
146.9 


Number of 
Savings 

Depositors 
666,820 
371,928 
322,044 
4,157,872 
409,851 
1,564,282 
7,492,797 


9,665,589 
2,796,473 
6,111,736 
325,052 
127,551 
997,128 
20,023,529 


592,031 
372,690 
405,031° 
174,496* 
380,318 
189,637 
250,895 
99,581 
441,332 
353,849° 
121,205 
427,801 
170,590* 
3,979,456 


2,868,451 
341,122° 
4,507,162 
2,614,830 
1,362,575 
925,497 
759,389° 
879,188 
14,258,214 


aD 


Oar os 


~ 


SA 


| 
| 


1,215,436 


525,679 
307,455 
3,226,638 
76,294 
204,607 
25,458 
63,888 
4,430,014 


51,399,446 
169,525 
51,568,971+ 


to 


Nore 


48.4 


— 2.2 


in all States and from State chartered banks and 


Last 


|_| 
per 
Inhab., 
1931 
States 1931 Over 1930 
$408 $9 
493 5 
553 —18 
670 12 5 175.7 
560 18 9 113.7 
578 13 2 124.0 
602 11 0 154.0 
New York........... 7,901,817 619 16 8 185.3 
344 — 2 _- 247.5 
, 290 3 218.7 
235 20 1,075.0 
332 18 225.5 
444 9 204.1 
82 — 8 — 8.9 90.7 
34 —12 —26.1 161.5 
South Carolina....... 38 - 6 —13.6 ~- 100.0 
Georgia ............. 44 —A4 - 8.3 158.8 
49 —10 —16.9 = 96.0 
Alabama. ........... 33 — 5 -13.2 266.7 
35 12 —25.5 288.9 
5 66 2 — 2.9 200.0 
30 11 —26.8 328.6 
67 16 —19.3 294.0 
4 60 ll —15.5 275.0 
Southern States...... 50 —13 —20.6 212.5 
205 —7 135.6 
147 32 —1 90.9 
985,870 200 —38 —1 115.1 
508,563 172 — 126.3 
506,176 196 —1 151.3 
420,234 170 —18 _ 54.5 
388,557 107 —1 174.4 
| 165 —17 _ 117.1 
75 — 9 —1 36.4 68,438 
: 79 —18 —l 8.2 76,885 
eee 91 - 8 -- 62.5 314,767 
Kansas (4).......... 53 —4 -- 103.8 277,889 
Montana 114 —15 —1 128.0 91,078 
Wyoming ........... 109 -4 —_ 105.7 40,953 
97 —11 —1 61.7 175,929° 
27 58.8 21,198° 
44 - 1 388.9 148,299® 
69 —8 —1 81.6 
230,957 146 1 186.3 
122,096 126 — 3 207.3 
California .......... 1,906,801 326 - 7 — 100.0 
31,620 71 —4 163.0 
> 75,466 147 10 162.5 
Nevada ............. 20,426 222 —12 — 276.3 
Arizona .........+... 29,518 67 —4 294.1 
Pacific States........ 2,416,884 244 —3 a 146.5 
5 167.1 
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SOUND 


NATIONAL 
BANK Management 


‘The First National Bank in St. Louis has shown its 
stability and strength during periods when strength 
in itself was proof of sound management. As a re- 
sult this great national bank occupies TODAY a 
position of leadership in the banking field with 
resources $170,000,000.00. 


The.sound management which has made the First 
National Bank in St. Louis one of the strongest in 
the country is also making its services and protec- 
tion to customers outstanding in every way. 


Isn’t this the kind of bank to represent you in the Central West 


FIRST NATIONAL BANK 


ST. LOUIS’ LARGEST BANK 


BROADWAY—LOCUST— OLIVE 


When writing to advertisers please mention the American Bankers Association Journal 
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Now AVAILABLE — 


Two New Series of 


CORPORATE 


TRUST SHARES 


ACCUMULATIVE SERIES and 
SERIES AA—DISTRIBUTIVE TYPE 


L is the belief of the sponsors that these new 


series comply in every respect with the highest 
standards of fixed trust operation, and combine new 
features which should place them in an even 
stronger position of leadership than that enjoyed 


by the original series of Corporate Trust SHARES. 


Ask Your Investment House or Bank 


for information about these new trusts 


ADMINI 
iD 
RE: 
CORPORATION 


These are fixed investment trusts sponsored by 
ADMINISTRATIVE AND RESEARCH CORPORATION 
120 Watt Street New 


332 
| 
: When writing to advertisers please mention the American Bankers Association Journal 


Plight of the British Pound 


By GEORGE E. ANDERSON 


Among Chief Factors Forcing Temporary Abandonment of Gold 
Standard Were an Increasingly Unfavorable Merchandise Bal- 


ance and Sharp Dwindling of Income from Foreign Investments. 


OW that the first reaction to 
the departure of the British 
Government from the gold 
standard for its currency 
has been safely passed, albeit at the 
rather welcome loss of about $700,- 
000,000 in the gold stock of the 
United States, and the “national” or 
three party government of Premier 
Ramsey Macdonald has been con- 
firmed in power and policy by the 
British elections a view of the situa- 
tion can be had which may give some 
accurate estimate of causes and ulti- 
mate effects. It was not without full 
consideration and full realization of 
the implications of its statement that 
the British Government announced its 
suspension of the gold standard as a 
temporary policy forced upon it by an 
unprecedented outflow of funds from 
the British financial market and indi- 
cated that gold payments would be re- 
sumed as the emergency passed. It 
may be relied upon that this policy 
will be adhered to, always assuming 
that the conditions which have 
brought about the present policy can 
be corrected and there is much reason 
to believe that they can be corrected. 


Has Happened Before 


HE government’s action is not un- 

precedented; the pound has been 
off the gold standard more than once 
during times of panic in the past 150 
years and was off practically the 
whole of the eleven years from the be- 
ginning of the war until it was re- 
stored in 1925. Nor was the action 
altogether unexpected. Aside from 
the very considerable opposition to 
the restoration of the gold standard in 
1925 as voiced by the John Maynard 
Keynes school of economists at the 
time there has been a large and influ- 
ential coterie of British economists 
which has insisted that pegging the 
pound was a mistake and that it has 
placed a heavy burden upon British 
business, particularly those British 
industries which compete in foreign 
markets with the goods of other coun- 
tries whose currencies are based upon 
a lower parity unit as a result of re- 
valuation. 


Excessive Long Term Lending and Short Term Borrowing. 


The increasing difficulty of main- 
taining sterling exchange in the 
past two years has also given much 
support to the idea of a lower value 
for the sovereign and since July, when 
pressure on the pound became ex- 
tremely heavy, necessitating the open- 
ing of British Government and Bank 
of England credits in the United 
States and France for a total of $600,- 
000,000, there has been considerable 
expectancy in high financial quarters 
that it would be impracticable to 
maintain parity. Leading up to the 
break, of course, are basic economic 
and political conditions, but the ac- 
tual suspension of gold payments has 
been precipitated directly by mistrust 
of the general British position engen- 
dered by a deficit in the budget which 
can be overcome only by heavy tax- 
ation, radical retrenchment and a 
revision of the government’s entire 
financial program. This mistrust, 
supported by fears of the effect of 
probable taxation on business gen- 
erally and the general: political un- 
certainty growing out of Labor’s 
opposition to the new government’s 
program, has resulted in the with- 
drawal of heavy sums in foreign 
owned short term capital, together 
with a certain but undisclosed export 
of British capital in a “flight from 
the pound.” Thus it happens that the 
road back to recovery first involves 
the removal of the causes of this mis- 
trust by a proper balancing of the 
national budget, and a general im- 
provement of the country’s economic 
position by whatever means may be 
possible. The gold standard is in- 


volved only in so far as its adminis- 
tration, in Great Britain itself and 
internationally, influences the eco- 
nomic position of the country, more 
particularly in its industry and the 
relation of its industry to its export 
trade. 

Of course, there are other elements 
in the British situation than mere 
finance and more in British finance 
than merely the country’s gold posi- 
tion. But the gold position is the key 
to the situation, for it measures other 
factors. This gold position of the 
United Kingdom in its relations to the 
rest of the world and in measuring 
the value of the pound depends pri- 
marily upon the balance of the na- 
tion’s international payments. This 
balance has been increasingly unfavor- 
able for several years and this un- 
favorable condition has not been ad- 
justed by any adaptation of the na- 
tion’s financial policy. 


The Real Cause 


HE result is that although from a 

financial standpoint the immedi- 
ate cause of British financial embar- 
rassment at the present time is over- 
lending on long term and over-bor- 
rowing on short term, the real cause 
lies deeper and is evidenced by other 
factors, chief among them being the 
increase in the merchandise balance 
against the country, resulting from a 
greater decrease in exports than in 
imports and a marked decrease in the 
country’s income from overseas in- 
vestments. While complete reliance 
cannot be placed in the Board of 


British Balance of International Payments. 
On Income Account 
(In Millions of Pounds) 


Excess of imports of merchandise and 
bullion 


Net government receipts from overseas. —25 


Net national income from shipping ..... 


Net income from overseas investments.. 220 


Net receipts from short term interest 
and commissions 
Net other receipts 


Estimated net credit balance ....... 
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1924 1925 1926 1927 1928 1929 1930 
324 384 475 390 358 366 392 
—11 1 15. 24 21 

140 124 120 140 130 130 # 105 
250 285 285 270 270 235 


60 60 63 65 65 55 
15 15 15 15 15 15 15 


86 54 9 114 1387 138 39 
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Trade’s statement of the international 
balance of payments because of the 
rather general and static estimates 
given some of its items, the statement 
doubtless indicates the country’s gen- 
eral position in international rela- 
tions. The chief items in the British 
international balance of payments and 
the country’s estimated credit balance 
each year since the resumption of the 
gold standard in 1925, together with 
the year preceding resumption, are 
shown in the preceding table. 


Over-lending on long term account 
appears in the relation of British 
loans to other countries to the na- 
tion’s annual credit balance. It has 
long been claimed by British econo- 
mists, and in fact is a rather general 
rule the world over, that the safe limit 
of foreign financing in the country is 
the country’s favorable annual credit 
balance. In the past seven years the 
public offerings of foreign or over- 
seas dominion issues in the British 
market have been as follows: 
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ing of international trade habitually 
transacted on the London market, to 
the deposit in London of funds of cen- 
tral banks, the international deposits 
maintained for the financing of trade, 
to the rediscount and acceptance busi- 
ness of London banks and, in brief, 
to the cash and short term fund de- 
posits in London as a great interna- 
tional bank. This borrowing may be 
termed involuntary borrowing, but it 
is a debit nevertheless. What the 
volume of such deposits in London has 
been in the past summer months is 
uncertain. The authoritative report 
of Lord Macmillan’s Commission on 
Finance and Industry which com- 
pleted its work in July shows that 
these deposits on three recent key 
dates have been as follows: 


excessive outflow of funds finance such 
a strain. 

The short term fund collapse has 
merely precipitated a situation which 
has been in preparation a long time 
in the increasing merchandise balance 
against the country by reason of the 
constant decrease in its exports as 
compared with its imports. Pub- 
lished figures of imports and exports 
do not agree exactly with the Board 
of Trade’s statement of the excess of 
imports of merchandise and bullion 
from year to year, but taking the 
Board’s statistics as the best indicator 
of the situation, including factors not 
shown in the trade returns, it will be 
noted that the excess of imports 
reached its lowest recent point in the 


Foreign Short Term Funds in London 


June 30, 1929 
Aggregate of deposits, bills, etc. .... £453,800,000 


Sterling bills accepted for foreign 
account 


Issues of New Capital in Great Britain for Overseas Account. 
(In Millions of Pounds) 


British overseas dominions 
Foreign 


Total foreign issues 


Excessive Lending 


OMPARING the foregoing tables, 
it appears that in the past seven 
years the total credit balances of 
Great Britain in international account 
have amounted to £577,000,000, while 
the overseas lending on long term by 
public offerings has amounted to 
£819,000,000—an excess of £242,000,- 
000 or, say, $1,176,000,000. This ex- 
cess has been greatly augmented by 
constant purchases of foreign obliga- 
tions in small lots. Just how heavy 
British participation in the foreign 
purchase of American stocks and 
bonds has been in the past eighteen 
months is doubtful, but it is known 
to have been considerable. British 
purchases of Latin-Americans during 
the low market in the United States 
in recent months is known to have 
been considerable and British invest- 
ments of this sort normally extend 
all over the world. How much capital 
has been exported from Great Britain 
by this means in recent months is pure 
speculation. Undoubtedly it has been 
sufficient to increase materially the 
balance against the country. 
Over-borrowing on short term ac- 
count is due to the general course of 
the London short term money market 
—in other words, it is incidental to 
the tremendous volume of the financ- 


1924 


1925 1926 1927 1928 1929 


As a result of decreased volume 
of international transactions and 
increasing uncertainty in Europe, in- 
cluding Great Britain, it is probable 
that the total of these holdings was 
considerably reduced by the 30th of 
June of this year. In the statement 
of the government at London announc- 
ing the suspension of gold payments it 
app ars that since June a total of near- 
ly £200,000,000, or approximately a bil- 
lion dollars, mostly from these short 
term funds, was withdrawn from the 
London market and sent abroad— 
something like two-fifths of the total 
of these foreign funds held in the Lon- 
don market on short term. At the 
same time large sums in short term 
London balances abroad became 
frozen, including London’s advances 
in Germany, other advances to aid 
Austria, Jugo-Slavia and other conti- 
nental countries, short term assistance 
to various Latin-American countries 
and huge sums involved in the compli- 
cated situation in Australia and India. 
Only a market with all but unlimited 
capital support could bear such a 
strain and the London market was 
short of capital, both on general ac- 
count and as a result of its excessive 
overseas long term loans in the past 
few years. Nor could the Bank of 
England with a gold reserve of around 
$700,000,000 at the beginning of the 


202,500,000 
£656,300,000 


June 30,1930 March 31, 1931 
£456,600,000 £407,100,000 


175,300,000 152,900,000 
£631,900,000 £560,000,000 


boom year of 1928; it increased by 
about $40,000,000 in 1929 and by an- 
other $125,000,000 in 1930. In the first 
half of the current year British im- 
ports amounted to £417,873,843 and 
exports to £199,155,979, an excess of 
£218,717,864. The figures for the 
same period of 1930 were £541,689,- 
269 and £304,851,252 respectively, so 
that in spite of a tremendous reduc- 
tion in imports the merchandise bal- 
ance against the country for the six 
months was £218,717,864, or at the 
rate of over £437,000,000 for the year, 
and this failure of exports to main- 
tain the balance has been emphasized 
in the past few months. 


Income from Abroad Down 


O this unfavorable factor must be 

added the failure of income from 
investments abroad. The Board of 
Trade estimates show a decrease of 
approximately $170,000,000 in this in- 
come in 1930 as compared with the 
previous year. The decrease the cur- 
rent year has been greatly accentu- 
ated by moratoria declared in Aus- 
tralia and Latin-America, as well as 
compositions with creditors in other 
parts of the world, together with con- 
stant decrease in the earnings of rail- 
ways, public utilities and industrial 
concerns in other countries in which 
British capital has been invested for 
many years. Coupled with this 
decrease in earnings abroad is the de- 
crease in freight earnings of British 
shipping abroad, estimated at about 
$125,000,000 as between 1929 and 1930 
and probably showing a greater de- 
crease the current year. 

(Continued on page 354) 


Total short term debits ........ 
1930 
re 73 58 52 88 86 54 70 
30 60 51 57 40 39 
386 88 112 189 1438 94 109 
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We Bought 
this Page 
at a 
Bargain 


i stripling (who pestered us into advertis- 
ing in the AMERICAN BANKERS ASSOCIATION 
JourNat) has us worried. 

Among other things, he tells us that we are 
shrewd buyers. A single page of advertising 
in this Journal sells for $375; but, he points 
out, we bought it for only $250. 

So—before somebody, somewhere, pokes 
an accusing finger at us and yells, “Prefer- 
ential Discount!” ... we want to explain. 

If we were buying a single page, we 
too would pay $375. But we are buying 


12 pages on a year’s contract in order 
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to take advantage of the quantity discount— 
and the net figure is $250. 

We think that’s good business on our part. 
And all publishers tell us that they take a 
higher rate of profit on contract advertising 
than they do on month-to-month advertising, 
which sells at a higher price. For a steady 
market, greater volume, and smaller selling 
expense more than compensate for reduced 
rates. Whether we're buying a magazine page 

or a Maine potato, we're convinced that 
quantity discounts are profitable to both 


buyer and seller. 


The Great ATLANTIC & PACIFIC Tea Co. 


When writing to advertisers please mention the American Bankers Association Journal 
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An oft repeated 


subject” 


Ovne to a decrease in earn- 
ings, many banks are cancelling, 
or at least materially reducing, their 
surety bonds. This is more or less 
of a ‘penny wise and pound fool- 
ish’ policy. In some cases the man- 
agement has cancelled or permitted 
bonds to expire and adopted reso- 
lutions to the effect that it was 
deemed an umnecessary expense 
and that the directors would assume 
all criticism for any losses caused 


by defalcations or irregularities. 


“Such a resolution would not re- 
imburse depositors in the event 
that some unfortunate loss might 


occur, and directors have no legal 
right to assume such responsibility. 
Depositors are naturally entitled to 
all of the protection that can be afforded 


and there is no question but that the 


bonding of employees may be classed 


under the heading of necessary 


protection. 


“This Department has no hesitancy 
in urging this matter and without 
any thought of creating business 
for companies that may be engaged 
in supplying bonds, but entirely 
from the common sense idea of 


protection 


The above comments are quoted from the July 1, 1931, number of a monthly bulletin issued 
by Oscar Nelson, Auditor of Public Accounts of the State of Illinois. The italics are ours, 


FIDELITY DEPOSIT 
COMPANY OF MARYLAND 


Home Office: Baltimore 


Representatives Everywhere 


Fidelity and Surety Bonds, 


f Burglary and Plate Glass Insurance 


When writing to advertisers please mention the American Bankers Association Journal 
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Why Governments Default 


By DR. MAX WINKLER 


Vice-President, Bertron, Griscom & Co., Inc., New York 


Omitting Russia’s Defalcations, Less Than $2,000,000,000 Out 
of $150,000,000,000 in Government and Municipal Debts 
Throughout the World Are in Default With Respect to Interest 
Analysis of Foreign List Shows Variety of Causes. 


Payments. 


ESPITE alarming reports of 

suspension of debt service al- 

ready effected, or about to be 

effected, by national govern- 
ments, it is significant to point out 
that, excluding Russia, the outstand- 
ing amount of government bonds in 
default today is only slightly in ex- 
cess of 1.3 per cent of the world’s 
total indebtedness. This compares 
with approximately 744 per cent of 
the total half a century ago. 

An analysis which I have completed 
indicates that the aggregate par value 
of funded obligations, external as well 
as internal, sold on behalf of govern- 
ments, states and provinces, and mu- 
nicipalities, as well as of such other 
loans as are guaranteed by govern- 
ments or political subdivisions, which 
are in default today with respect to 
interest payments, amounts to $1,943,- 
584,000, of an original amount of 
$2,150,090,100—indicating that ap- 
proximately one-tenth of bonds orig- 
inally issued had been redeemed. The 
amount of interest in arrears totals 
slightly more than $1,000,000,000. 


Small Fraction of Total 


F we take into account the fact that 

the world’s total indebtedness is 
about $150,000,000,000, it is apparent 
that the record of governmental bonds 
is relatively more satisfactory than 
that of any other group of securities. 
Even if we include the indebtedness 
of pre-Soviet Russia, the total debt in 
default, amounting to about $19,000,- 
000,000 is only 12.7 per cent of the 
world’s total debt; while the back in- 
terest aggregates approximately $10,- 
000,000,000. 

Few, if any, creditor nations have 
been immune from losses incident 
upon defaults and repudiations by 
debtor countries. The United States, 
the youngest and most powerful credi- 
tor nation, has proved no exception. 
Many a foreign bond which, only a rel- 
atively short time ago, was sold to 
the American investor as a funda- 
mentally secure investment, is in com- 
plete default today, causing pro- 
nounced losses to holders who, in ad- 


dition, are obliged to forego interest 
payments on their investments. 

Defaults are not of recent origin. 
They came into being simultaneously 
with the creation of the first loan. 
The psalmist defines the righteous 
man as one “who sweareth unto his 
neighbor and disappointeth him not.” 
In Greece, during the reign of Solon, 
the frequency of defaults provoked 
the government to introduce a vow 
against violation of lawful claims, 
taken by every citizen; and, in Rome, 
the demand for Novae Tabulae (read- 
justments of debts) was distressingly 
frequent. 

It may be of interest to point out 
that the Leges Duodecim Tabularum 
(The Laws of the Twelve Tables) pro- 
vide that the body of a defaulter may 
be divided and distributed pro rata 
among the creditors. In the seven- 
teenth century, Germany, after the 
Thirty Years’ War, real estate mort- 
gages issued prior to and during the 
conflict were valorized on the basis of 
their pre-war value, thereby offsetting 
the losses to the investor resulting 
from the depreciation of the currency. 
Parenthetically, it may be remarked 
that all credit arrangements made 
during this period—admittedly one of 
uncertainty—contained a clause to 
the effect that payments were to be 
made at the option of the creditor, 
either in the legal currency of the 
country, or in the currency of any 
other country in which there appeared 
to be a greater degree of confidence. 


Lender’s Responsibility 


ESPONSIBILITY for default is 
believed by some to lie almost en- 
tirely with the borrower. One may, 
however, inquire as to whether cer- 
tain defaults would have occurred if 
ordinary common _ sense financial 
canons had been observed during the 
issue of the original loans. The lender 
is at least as much morally responsi- 
ble as the borrower, if not more so, to 
insure that a given loan does not carry 
in itself the seeds of eventual default. 
Repudiation of obligations would in- 
deed be a rare occurrence if the bor- 
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rower were always accorded fair treat- 
ment. 

Many thoughtful students of gov- 
ernment finance are not inclined to 
lay all the blame upon Colombia for 
“defaulting” on a loan which, to begin 
with, was to a large extent the result 
of an adjustment of claims, many of 
which were of a doubtful character— 
a loan of $10,000,000, on which inter- 
est was to be paid at the rate of 10 
per cent per annum, and from which 
commission, interest and amortization 
for two years were deducted in ad- 
vance, leaving only about $3,200,000 
for the Republic. In addition, the ex- 
penditure of this sum was entrusted 
to contractors, who secured for the 
country “a toy navy and military 
stores.” Even if these purchases rep- 
resented full value, which they did 
not, Colombia was to pay well over 31 
per cent for the privilege of being 
financed by European bankers. 


At a Banquet 


NOTHER illustration of how de- 
faults may be invited is afforded 
by the terms under which Greek loans 
were arranged during the first quarter 
of the nineteenth century. At a banquet 
in Guildhall, presided over by the Lord 
Mayor of London, on February 21, 
1824, a Greek loan of about $4,000,000, 
bearing interest at 5 per cent per 
annum, was underwritten at 59 per 
cent. In the following year a $10,- 
000,000 loan was arranged at 56% 
per cent. It appears that only $1,375,- 
000 was sent to Greece. Liberty- 
loving financiers and statesmen were 
thus well rewarded for their enthu- 
siasm over the struggle of Greece for 
independence. To be sure, it was half 
a century before the Greek Govern- 
ment, on its part, evinced its gratitude 
by paying interest upon these loans. 
Governmental default may assume 
one of the following forms: 
Reduction in the rate of interest. 
Delay in payment of interest. 
Suspension of payment of interest. 
Reduction in the rate of interest 


through the levy (subsequent to the flo- 
tation of the loan) of taxes upon the rate 


(Continued on page 369) 
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The Power to Tax Chain Stores 


By ROY W. JOHNSON 


Principle Involved in a Graduated License Fee Based on the 
Number of Retail Units in a System Is More Fundamental 
Than Narrow Question of Constitutionality. Revenue Often 
Several Defense Moves Being Considered. 


Only Incidental. 


HAIN store taxation will un- 

doubtedly be a prominent fea- 

ture of state legislative pro- 

grams in various sections of 
the country as legislatures convene in 
regular session. On May 18, the Su- 
preme Court of the United States, in 
a five to four decision, upheld the con- 
stitutionality of the Indiana statute 
providing for a graduated license tax 
based upon the number of stores in 
operation, and this is generally ac- 
cepted as presaging a number of simi- 
lar measures, with or without the 
added feature of a cumulative sales 
tax. 


Extent of Movement 


VER since 1925, in fact, there has 

been a determined effort to find 
some constitutional method of taxing 
the chains, partly as a source of reve- 
nue, and partly as a penalty which 
might result in helping the local in- 
dependent merchants compete on even 
terms. In some sections, notably the 
South and Middle West, the anti- 
chain store sentiment has reached a 
pitch of bitterness hardly surpassed 
by the prohibition controversy, and 
efforts have been made to pass tax 
bills which, in the case of the larger 
chains, would have been practically 
confiscatory and prohibitive. 

In 1925, bills were introduced in 
two legislatures, but neither was suc- 
cessful. In 1927, however, twelve 
legislatures considered chain store 
taxation, and three laws were passed: 
in North Carolina, Georgia and Mary- 
land. By 1929 the number of pro- 
posed measures had increased to 
sixty-two bills in twenty-four states, 
and in 1930 more than eighty bills 
were recorded. Since the Supreme 
Court decision in May, with very few 
legislatures in session, four laws have 
been enacted; in Florida, Ohio, North 
Carolina and Illinois. 

In general these measures comprise 
either a graduated license tax based 
upon the number of stores operated 
within the state, or a cumulative tax 
upon the volume of gross sales. In 
some instances, there is a combina- 
tion of both. With respect to most 


of them, moreover, the question of 
constitutionality is involved, since 
they obviously adopt a different meas- 
ure of taxation for chain stores from 
those operated as independent units, 
and some substantial or significant 
difference must be shown between the 
two kinds of stores in order to justify 
this classification. Otherwise it is 
merely capricious or arbitrary, and a 
denial of the equal protection of the 
law. 

The five to four decision of the Su- 
preme Court over the constitutional- 
ity of the Indiana statute shows how 
difficult it is to discover differences 
between the two classes of stores that 
are real and not merely nominal dif- 
ferences. “The appellants produced 
evidence,” says the majority opinion, 
“to prove that there are many points 
of difference between chain stores and 
independently owned units. These 
consist in quantity buying ... buy- 
ing for cash .. . skill in buying... 
warehousing of goods ...a pricing 
sales policy different from that of the 
individual store ...a greater turn- 
over .. unified, and_ therefore 
cheaper and better advertising... 
standard forms of display . . . supe- 
rior management and method... 
concentration of management in spe- 
cial lines of goods ... special ac- 
counting methods .. . standardiza- 
tion of store management, sales poli- 
cies and goods sold.” 


Upheld 


LL of these advantages are inter- 
related and interdependent in the 
chain store business, and while some 
of them may be found in large inde- 
pendent units and in voluntary asso- 
ciations of individual stores, the man- 
agement problems are not the same, 
and the whole combination does not 
exist as it does in the chain. On this 
basis the majority upholds the con- 
stitutionality of the graduated license 
tax beginning at $3 for a single store 
and rising to a maximum of $25 for 
each store in excess of twenty. But 
at the same time, the court finds it 
necessary to say: 
“It is not the function of this court 
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in cases like the present to consider 
the propriety or justness of the tax, 
to seek for the motives or to criticize 
the public policy which prompted the 
adoption of the legislation. Our duty 
is to sustain the classification adopted 
by the legislature if there are sub- 
stantial differences between the occu- 
pations separately classified. Such 
differences need not be great .. .” 


Minority Opinion 


N the other hand, the minority of 
the court contended that the 
practical application of the law re- 
sulted in “obvious and flagrant dis- 
criminations” which put upon it “the 
clear stamp of unconstitutionality.” 
“In the State of Indiana,” says the 
dissenting opinion of Justice Suther- 
land, “there are approximately 44,000 
retail stores engaged in the same gen- 
eral line of business, only 8 per cent 
of which are so-called ‘chain stores.’ 
Among them are single stores each of 
greater value than all the stores of 
appellee combined, and each doing a 
business in excess of all that done by 
appellee. For example, there are two 
large department stores in the City of 
Indianapolis each doing a business of 
more than $8,000,000 per annum, one 
operating 124 separate departments, 
and the other eighty-six separate de- 
partments, but each pays a license fee 
under the statute of only $3 per an- 
num: while appellee, owning 225 sep- 
arate stores, and doing a total busi- 
ness of approximately $1,000,000 per 
annum, pays license fees of $5,443 per 
annum—eighteen hundred times as 
much! Each of several owners of a 
large number of stores (145 in one 
instance) who happens to have only 
one store in Indiana, pays a license 
fee of $3, contrasted with the pay- 
ment of $25 for each store over 
twenty owned by appellee. Appellee, 
upon 205 of his stores, pays the ag- 
gregate sum of $5,125; while the pro- 
prietors of 205 stores, held and owned 
separately, pay in the aggregate only 
$615, although they may be of equal 
or greater value, equally well or bet- 
ter located, doing as much or more 
(Continued on page 359) 
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IN BANKING CIRCLES 


the well dressed ceiling ts ING 
Acousti-Celotex sound absorbing tiles 


HE next time you are in 

an office or theater or bank 
that seems unusually, restfully 
quiet, look at the ceiling. 
Chances are you will see perfo- 
rated tiles like those shown be- 
low, or on the ceiling of the 
picture at the right. 
For Acousti-Celotex sound 
absorbing tiles are used wher- 
ever disturbing sound must be 
stilled. 
In banks particularly is 
Acousti-Celotex important. It 
brings an atmosphere of pres- 
tige and calm judgment that is 
impressive to customers, and 
helpful to officers and em- 
ployees. Fewer errors and 
better work result when 
Acousti-Celotex is applied to 
the ceilings. 

Paintable and permanent 
—quickly applied 

No remodeling is necessary * 
when Acousti-Celotex is instal- 
led. The tiles are applied directly over plaster, 
become a permanent part of the ceiling. They may 
be left in their natural buff color, or decorated in 
desired patterns. Acousti-Celotex is the only acous- 
tical material that can be painted repeatedly 
without impairing sound-deadening value. Tell 


Acousti-Celotex comes 
in durable, cane fibre 
tiles—perforations per- 
mit repeated decorating 
with any kind of paint. 


vee 
wares 


Decorated Acousti-Celotex tiles brought quiet and beauty to the American Trust Company, 
Berkeley, California. Architect, G. A. Lansburgh. W. H. Ratcliffe, Associate Architect. 


your secretary to write for further information. 
The Celotex Company, 919 North Michigan Ave- 
nue, Chicago, Illinois. Sales Distributors through- 
out the World. Acousti-Celotex is sold and installed 
by Acousti-Celotex contracting engineers. 


In Canada: Alexander Murray &? Co , Ltd., Montreal. 


PAINTABLE PERMANENT 


cousti-CeLoTex 


TRADE MARK REGISTERED U. 9. PATENT OFFICE 


CANE FIBRE TILE 
For Sound Absorption 


The words Celotex and Acousti-Celotex (Reg. U. S. Pat. Off.) are the 
trademarks of and indicate manufacture by The Celotex Company 


When writing to advertisers please mention the American Bankers Association Journal 
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The Man 


who ean fill 
this bill 
doesn t live 


That’s what your directors ask for, when they expect one man, 
single-handed, to manage their bond account. Yet many banks 
expect an officer to shoulder this burden in addition to his regular 
duties of bank management. 


Years ago, Moody’s recognized the physical impossibility of one 
man’s mastering the whole investment situation. Years ago, 
Moody’s exploded the myth of the “investment expert”. The only 
road to capable investment management is through the cumulative 
knowledge of many men—each a specialist in his own field. Moody’s 
has assembled such a staff. It runs into the hundreds. Its services 
are guiding hundreds of banks safely through this present period 
of stress. 


Our booklet, “Management of the Bank’s Bond Account”’, discusses 
completely the principles, objectives, and policies followed by 
Moody’s Supervisory Service—the principles, objectives, and poli- 
cies that every bank must follow to keep its bond account safe, 


‘«“Management of the liquid, profitable. Copies will be sent on request to officers charged 
Bank’s Bond Account” 


Here is a complete discussion of the : ; . 
requirements and objectives of a be reserved for your directors, if you so desire. 


good secondary reserve, and how to 
achieve these ends. It covers: 


Bank Investment Objectives, y 
Liquidity, varying needs for, 
Quality of holdings, 
Marketability and Price Stability, 
Sensible Diversification, 
Should banks buy Yields? 
Bank profit-ratios vs bond yields, C 
The Liquidity Factor, | N V EF S T @) R S S E RVI F 
Unit of Investment, 
Reserves for Depreciation 
JOHN MOODY, President 
The result is an outline of the prin- ait 


ciples governing the ideal bank 65 BROADWAY NEW YORK CITY 


investment plan. 


with the management of the bond account. Additional copies will 
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The Account Must Pay 


By WALTER D. SHULTZ 


Vice-President and Cashier, Commercial Bank & Trust Co., Wenatchee, Wash. 


When the Costs of Acquiring Deposits Exceed Any Possible 
Income Therefrom Revenues Must Be Obtained from Service 
Charges. Otherwise Banks Render Service That Is Inadequate. 
There Is No Justification for Carrying Unprofitable Accounts. 


HE profit and loss statement, 

rather than growth of assets is 

the true gage of any business. 

When perusing a merchant’s 
profit and loss statement we look first 
at the net profit and then at his rate 
of turnover. The more turnover com- 
pared to inventory, the greater the op- 
portunity, theoretically, for him to 
profit. If a grocer turns his stock 
nine times a year, we expect him to 
get along. But if he speeds it up to 
twelve times, we expect to see a ma- 
terial increase in his net profit—as- 
suming, of course, he knows his costs. 


Banking Turnover 


HAT word “costs” is in the bank- 
er’s vocabulary, too, but until re- 
cently the country banker has not anal- 
yzed his costs, nor has he given direct 
attention to this matter of turnover. 
In a bank, the greater the activity— 
or the greater the turnover—the 
greater is the cost and the less the 
income. Comparatively little cur- 
rency is used. People write checks in 
payment of their bills, and with some 
the habit is so well formed that it has 
been possible to tell on Monday or 
Tuesday just where a man has been 
on the previous Saturday by the $1 
and $2 checks he has cashed here and 
there. Every time he wrote a check 
he was giving the banker a job to do. 
When a check comes in the banker 
must sean it for date, amount, signa- 
ture, payee, endorser, and other in- 
formation. Then it must be noted on 
the ledger and on the monthly state- 
ment, with the attendant accurate op- 
erations. Bank customers do _ not 
realize that if they would write one 
check at the beginning of a day’s 
shopping, and pay for purchases with 
cash, they would reduce the bank’s 
work materially. Incidentally, the 
customer is not be be blamed. The 
banker is at fault for not explaining 
his problems. 
Take an account with an average 
monthly balance of $500, and analyze 
it under different conditions: 


Average balance 
Non-loanable cash reserves, 
per cent 


Loanable balance 

Income for one month at 5 per 
cent, which is average gross 
rate of income 

Deduct cost of 
25 checks at 4c. 
2 deposits at 8c. ...... 
8 items at le. ........ 


1.24 
$0.53 


Cost of handling activity 


Profit on account for one month 


Little Left 


HAVE assumed an ideal case, for 

generally a bank feels it should re- 
tain more than 15 per cent of its de- 
posits in cash reserves. Naturally 
there is no income from cash on hand. 
Five per cent probably is more than 
the average bank will earn this year 
on its invested funds, because of the 
very low rates which prevail current- 
ly. However, for the purpose at hand 
it will serve. 

We know from accurate cost ac- 
counting that it costs the average 
bank four cents to handle a check on 
itself. So, in arriving at the income 
from an account we must figure the 
number of checks paid and deduct the 
cost. In this case it was one dollar. 
The same accounting tells us the cost 
averages eight cents each for our 
tellers to receive deposits. So here, 
assuming only two during the month, 
we have to deduct sixteen cents. 
Next, the cost of handling the items 
on the deposit we find to be one cent 
each, or eight cents. The total to 
deduct is $1.24 or an income of fifty- 
three cents—out of which the cost of 
loaning or investing must come and 
losses must be absorbed, and divi- 
dends to patient stockholders paid 
after proper reserves for contingen- 
cies have been provided for. 

Suppose instead of an activity of 
twenty-five checks this customer writes 
fifty checks and deposits ten times, 
with items on the deposits totaling 
fifty, the simplest type of rapid cal- 
culation shows a cost of $3.30, or a 
loss on the account of $1.58. Activity 
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or turnover is the bane of the bank- 
er’s existence. 

Because service charges were orig- 
inally directed toward accounts with 
small average balances, the popular 
conception is that they are a sort of 
penalty directed against the small de- 
positor. That is not the case. We 
analyze all of our accounts, and where 
the result shows a loss the customer 
has three alternatives: First, to in- 
crease his average balance to provide 
for the cost of service; second, to de- 
crease the number of checks he 
draws; and third, to pay the stop loss 
or service charge. 

It is surprising how many custom- 
ers find it possible to increase their 
balances or to decrease the checks, 
either of which, from the bank’s view- 
point, is preferable to the collection of 
a charge. 


Float Is Costly 


HE larger accounts often present 

the real problems, either because 
of the large number of checks drawn 
or because of the items deposited— 
generally the latter, because included 
therein is the float, which every bank- 
er, country and city, has to contend 
with. For instance, it will take eight 
days to collect a $500 check on Fort 
Worth. If the depositor’s average 
balance on the ledger is $4,000, it 
really is zero for one day because 
eight times 500 is 4,000, and that is 
float. With the greatly increased use 
of checks in business, many accounts 
which on the ledger look attractive 
are in reality, upon analysis, shown to 
produce a loss. 

The average merchant uses the 
bank as a reservoir. He deposits his 
funds that they may be available to 
handle his affairs. He expects to 
draw them out as he needs them— 
possibly within the next day or so. 
The only way the bank can produce 
an income from those accounts is 
through the wise investment of the 
funds in liquid securities, because the 
funds which have been put in by 
people who expect to get their money 

(Continued on page 361) 
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The Legal Sphere of Trust Work 


By THOMAS C. HENNINGS 


President, Trust Division, American Bankers Association and Vice-President 
Mercantile-Commerce Bank and Trust Co., St. Louis 


Corporate Fiduciaries Have No Desire to Conduct Law Business. 
Certain Tasks Involving Juridical Questions Incidental to 


Complete Service. 


Reasons Why Trust Companies Must Carry 


Out Their Fundamental Charter Powers without Curtailment. 


HEN habits of life were 

simple and family posses- 

sions consisted largely of 

real estate and its appur- 
tenances, and personal property had 
not reached significant proportions, 
there was little occasion for family or 
other settlements which could not be 
administered by the individual trus- 
tee. As estates became larger, the 
investment and care of securities 
more complicated, taxation a _ vital 
business problem, and the responsibil- 
ity of conserving estates for young 
men and women of this and future 
generations more complex, the minds 
of men who had accumulated wealth 
turned to the serious problem of 
shifting the burden to an organiza- 
tion which, like a vigilant watchman, 
would guard their property after they 
pass into the night. 


Strength and Efficiency 


HE unsatisfactory experience 

with the individual fiduciary, his 
limitations, the possibility of his 
death or incapacity, bad management 
or worse, developed a need for a bet- 
te: fiduciary, one which had all of the 
virtues of the individual, with added 
financial strength and_ efficiency, 
which could shape the growth of trust 
service to trust needs. These factors 
developed the present day trust insti- 
tutions. 

The enviable record of the early 
trust institutions, the high ideals es- 
tablished, and the self evident com- 
munity benefit in building family re- 
lationships between trust institutions 
and their beneficiaries, which have 
continued in many institutions for 
several generations, have been fol- 
lowed by the acceptance of the cor- 
porate trust idea throughout this and 
other countries. Many of the larger 
institutions have established in the 
minds of the public a personality as 
definite and outstanding as any indi- 
vidual, notwithstanding changes in 
personnel or organization. 

Is there any justification for the 
criticism that trust officials have been 
recreant to the trust? Most trust of- 


Twilight Zone 

HE line between trust 

work and the practice 
of law, says Judge Hen- 
nings, is not sharply de- 
fined. There is a twilight 
zone between the two 
where lawyer and corpo- 
rate fiduciary meet and co- 
operate. A trust company 
must perform certain legal 
tasks in order to serve the 
public, just as lawyers en- 
gage in corporation man- 
agement and other forms 
of business. The writer 
sees no reason, however, 
why the two professions 
should not work together. 


ficials are lawyers, upon whom rests 
the obligation to apply property faith- 
fully in accordance with the confi- 
dence reposed in them. Huxley says 
that “the way to slay a theory is with 
a brutal array of facts.” 

Certain lawyers claim that they are 
members of a class having an exclu- 
sive franchise to practice law. Trust 
companies claim that when incorpo- 
rated under the laws of their states 
they have been given a franchise to 
do a trust business and as such are 
empowered to perform any function 
necessary to carry their powers into 
effect. 

What causes these lawyers’ criti- 
cism and antagonism, resulting in in- 
junctions, quo warrantos, penal ac- 
tions and attempted restrictive legis- 
lation? The corporate fiduciary cer- 
tainly has no desire to do a law busi- 
ness. Do the lawyers wish to do a 
fiduciary business? The articles by 
Surrogate Slater of New York and 
Mr. T. J. Pugh of Boston, in recent is- 
sues of the American Bar Association 
Journal indicate that they do. 

The practice of law seems to have 
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different meanings in different states, 
and until the laws are clarified fiduci- 
ary organizations will continue to per- 
form such acts as may be necessary 
to carry on their business according 
to the laws of their respective states. 
The American Bankers Association 
can no more control its members in 
the states than the American Bar 
Association can control its member- 
ship. 


A Business Problem 


HE administration of property by 

an executor, administrator, trus- 
tee, assignee or receiver is a problem 
involving the conduct of a business, 
the management of property, the care 
and analysis of securities, the invest- 
ment of trust funds, fiduciary and tax 
accounting in all its intricacies, and 
many other activities which require 
expert guidance. Can it be said that 
in this modern age of specialization 
the individual fiduciary is as_ well 
equipped to render the same service 
to the public as an organization which 
is always prepared to carry on? The 
Boston lawyer says “yes,” but trust 
institutions do not concur. 

We know that many lawyers agree 
with him, although it is contended 
that the movement has been organ- 
ized solely to prevent the preparation 
of wills, trusts and other documents 
by, upon the suggestion of or under 
the direction of lawyers emvloyed by 
trust departments. “Tell it not in 
Gath”; we have for some time sus- 
pected the real reason, but Mr. Pugh 
makes vocal the fact that the lawyer’s 
antagonism is because he considers 
his perquisites endangered and pleads 
that the “family legal adviser fre- 
quently served as executor and trus- 
tee, and such professional work of the 
lawyer was regarded as the legitimate 
reward of faithful practice and 
formed a substantial part of the law- 
yer’s business and income.” But 
times and conditions have changed 
and we must all understand that in 
this modern world an unchanging law 
is that, change is constant. The fee 

(Continued on page 357) 
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Chevrolet 


believes in 


placing dealers 


where they 


can make money 


Month after month, during 1931, Chevrolet has 
led all other makes of autumobiles in national 


registrations. 


Obviously, one reason for this lies in the car itself. 
Being a low-priced Six, with built-in six-cylinder 
smoothness, unsurpassed economy and many 
other great advantages—Chevrolet carries a wide 


popular appeal. 


Still another important reason for Chevrolet’s 
popularity lies in the sound, considerate methods 
used by the Chevrolet Motor Company in working 
with its dealers. This is particularly evident in 
Chevrolet’s policy of appointing dealerships 


throughout the country. 
Before deciding on the location of a new dealer 
point, the Chevrolet sales department makes a 


thorough analysis of the territory under con- 


CHEVROLET 


DETROIT, 


MOTOR 


MICHIGAN 


sideration. Buying possibilities are weighed care- 
fully and thoughtfully. Strict attention is paid 
to such factors as population—roads—wealth 
—geography—industries—and general economic 


conditions. 


Dealers are assigned not to so many square miles 
of territory but to so many potential buyers. And 
no dealer is placed at any point unless the Chev- 
rolet Motor Company is fully satisfied that he can 
operate there at a profit. 


The value of such a policy, especially under 
Each 


Chevrolet dealer has adequate territory and an 


present conditions, is easy to appreciate. 


ample source of prospects to “‘work”’ successfully. 
Each has an equal opportunity to share in the 
unusual popularity and widespread demand for 


the Great American Value. 


COMPANY 


When writing to advertisers please mention the Americar Bankers Association Journal 


343 
| 
CHEVROLET 
FOR ECONOMICAL TRANSPORTATION 


AMERICAN BANKERS ASSOCIATION JOURNAL 


November, 1931 


The beautiful bank- 
ing home of The 
National Savings 
Bank of Albany. 
Circles show where 
National Posting Ma- 
chines are installed. 


Albany Bank points to five distinct 


advantages of National Posting Machines 


During two and a half year’s use 
National Posting Machines have met 
every expectation of The National 
Savings Bank of Albany. 


“We are glad we made the change,” 
says this institution’s President, who 
can see five distinct advantages for 
his bank through the use of machines. 


“The records of the bank are neatly 
kept. The bookkeeping department 
is eliminated. Clerical work is 
reduced. As passbooks are brought 
in and exchanged for new we get a 
complete audit of all accounts. 
Above every other consideration the 
depositors’ money is safeguarded. 


“We believe we have the safest and 
most up-to-date system available for 
the protection of the institution.” 


The photograph shows how beauti- 
fully this bank is arranged and just 
how National machines are installed 
for the quickest service to customers 
and to the advantage of the bank. 


The same advantages which made 
the machine a success in this bank 
have made them standard equipment 
for handling savings accounts 
throughout the country. No other 
method or system can give these 
results...only Nationals have the 
features which make them possible. 


THE NATIONAL CASH REGISTER COMPANY 


DAYTON, OHIO 
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The Condition of Business 


Favorable Developments Appear to Outweigh the Unfavorable. 
Steady Readjustment of Business to Lower Price Levels Con- 


tinues. 


Seasonal Gain 


in Retail Trade and in Industries 


Supplying Goods for Consumption. Few New Security Offerings. 


F the numerous developments 
in business and finance dur- 
ing the past month, the bal- 
ance appears to be on the 

side of the favorable, both as to num- 
ber and importance. Sentiment is 
distinctly better. Operation of the 
National Credit Corporation should 
fortify the position of sound banks 
outside of the large cities. Some plan 
of pooling railroad earnings now seems 
assured. Prices of stocks and bonds 
have rallied, while the heavy liquida- 
tion of secured loans should greatly 
diminish the danger of forced selling 
in the future. Apparently the tend- 
ency toward conversion of bank bal- 
ances into currency has subsided. 

Commodity prices have at last 
shown signs of stability, the usual 
seasonal increase in buying of cold 
weather merchandise is under way 
and at least one of the heavy indus- 
tries—automobiles—has begun to ex- 
pand its activities. Most persons 
would probably regard the visit of 
Premier Laval with President Hoover 
among the favorable events, although 
the possible developments of their 
conference are not yet known definite- 
ly. Political conditions in Germany, 
Great Britain and the Far East are 
more encouraging. 


Obstacles 


T is true that many troublesome 

situations still remain. Low prices 
of agricultural products have severely 
curtailed retail trade in the farm sec- 
tions and added to the difficulty of 
meeting interest and amortization 
payments on mortgages. In the cities, 
the real estate situation is fully as 
bad, with numerous apartment houses 
and hotels going into receivership or 
being foreclosed and property owners 
falling in arrears on their tax pay- 
ments. In view of the temporary 
surplus of rentable space, the lack of 
genuine recovery in building con- 
struction is not hard to understand. 

News from the manufacturing in- 
dustries and the railroads consists 
of poor earnings reports and dividend 
reductions and omissions. Operating 
costs have been drastically lowered, 
however, and efficiency has been great- 
ly increased, but this condition will 


Loans of Reporting Member Banks 
and “Others” Loans to Brokers 


not be completely disclosed until next 
spring, when comparisons will be 
made against the current year. Un- 
employment will be an acute problem 
again this winter. Lastly, there is 
the disturbing threat of legislation by 
the new Congress along lines not in 
accord with natural economic prin- 
ciples, but involving large appropria- 
tions and higher tax rates. 

Certain financial developments of 
the month seem indeterminable at the 
moment as to their probable effects 
over the long term. A heavy with- 
drawal of foreign balances in the form 
of gold, exceeding $700,000,000, in- 
cluding earmarkings, the major por- 
tion of which was for French account, 
has caused an appreciable firming up 
of money rates but has demonstrated 
the unusual strength and elasticity of 
the Federal Reserve System. Ameri- 
can bankers may really feel satisfac- 
tion to be rid of short term funds be- 
longing to foreigners, for such capi- 
tal, like the brokers’ loans for account 
of non-banking lenders, is subject to 
taking flight on the slightest rumor 
and is always a potential danger to a 
money market if it be suddenly with- 
drawn. Moreover, gold held in a 
vault earns nothing, which explains 
why shares of the Bank of France 
have been declining recently, whereas 
the substitution by the Federal re- 
serve banks of commercial bills and 
Government bonds will result in a 
marked increase in their earnings. 

Rates on call money, bankers’ ac- 
ceptances and customers’ paper have 
all been increased, following the rise 
in rediscount rates by the reserve 
banks. Such a move, however, does 


345 


not mean that money is tight at the 
present time nor that it is likely to 
be until recovery in business has 
proceeded for many months, but mere- 
ly that the effort to force prosperity 
by means of artificially cheap money 
has been abandoned as an unsuccess- 
ful experiment. 

An immediate effect will be to re- 
store commercial bank earnings to a 
more normal level, and to attract de- 
posits. Gilt edge bonds have declined 
moderately because of higher money 
rates and Government securities have 
lost ground, although in the case of 
the latter there are other factors, such 
as the large Treasury deficit and the 
expectation of heavy additional bor- 
rowing being necessary. 


Effect of Higher Money 


IGHER money rates as a deter- 

rent to business recovery are 
probably overemphasized inasmuch as 
the difference in cost of funds tempo- 
rarily borrowed at 3, 4, 5 or 6 per 
cent by the average business enter- 
prise is an almost infinitesimal item 
in the total cost of goods, other oper- 
ating expenses, depreciation and taxes. 
Some times a higher rate actually in- 
vites borrowing on the part of mer- 
chants and manufacturers, whereas an 
artificially low rate would only inspire 
caution. 

New offerings of securities have 
been at a minimum, not because of 
money rates but due to lack of de- 
mand. During the week ended Oc- 
tober 17, there was not a single new 
issue placed on the market, for the 
first time since the war. In the week 
immediately preceding and the two 
following, there was but one issue 
each, consisting of $12,000,000 Fed- 
eral Intermediate Credit Bank deben- 
tures, $20,000,000 and $5,000,000 New 
York City notes, respectively, all ma- 
turing in 1932. 

Such a lapse in new financing pre- 
vents the mobilization of capital for 
investment in industrial, transporta- 
tion and public utility expansion, but 
it is not an unmixed evil, since it per- 
mits the digestion of the overissues of 
recent years by allowing investors 
who purchased on borrowed money to 
liquidate their loans. 


BILLIONS OF | | | | 
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Many people still believe that the 
volume of loans, particularly those se- 
cured by stocks and bonds, has not yet 
been sufficiently liquidated and that 
the loan situation therefore remains 
one of the unfavorable elements in 
the business situation. This is not 
the case, and the mistaken impression 
arises from the manner in which the 
banking figures are published. 

There are three principal classes of 
loans that must be taken into con- 
sideration in showing the total volume 
of credit in use. One is the loans of 
the weekly reporting member banks 
not secured by stocks and bonds, usu- 
ally spoken of as “commercial” loans, 
which for the most part are taken to 
represent borrowing for agricultural, 
manufacturing and commercial pur- 
poses. These loans naturally do not 
fluctuate widely from one year to 
another but run fairly constant, the 
shifting demands from the different 
industries and the different sections 
of the country tending to offset each 
other during the course of the seasons. 

A second important group is the 
loans secured by stocks and bonds, 
which reflect a certain amount of spec- 
ulative operations but over a period 
of time do not fluctuate widely. 
Whether such loans are made to a 
broker for the purpose of carrying 
securities of customers on margin, or 
are loaned direct to the customers, 
makes little difference, and they are 
included in the member bank figures 
in either case. A substantial portion 
of such borrowing is carried by the 
banks indefinitely, and may represent 
advances to local customers against 
securities that are being purchased on 
the partial payment plan, loans to in- 
vestment houses in connection with 
the distribution of securities that have 
been underwritten, temporary ad- 
vances to railroad, public utility and 
industrial corporations secured by 
their mortgage bonds pending the 
offering of new securities to the pub- 
lic, “call loans” made to stock exchange 
brokers from funds that are not needed 
but will be available on demand, and 
various other classes of secured loans 
associated with domestic business and 
even with import and export transac- 
tions. 


Loans by Others 


THIRD class of loans is that made 
by non-bank lenders direct to 
brokers, representing surplus funds 
of corporations, foreign banks and 
agencies, private bankers and _ indi- 
viduals which are not included in the 
banking figures but must be taken in- 
to account if the complete picture of 
outstanding credit is to be seen. 
Such loans to brokers by “others” 
practically financed the stockmarket 
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boom of 1927-1929. At the beginning 
of 1927, the grand total of the three 
classes was $15,482,000,000, from 
which it increased to a high point of 
$21,335,000,000 on Oct. 2, 1929, the 
expansion being $5,853,000,000. From 
the chart it can be seen that the major 
increase was in loans by “others.” 
Ordinary commercial loans increased 
from $8,664,000,000 to $9,602,000,000, 
a rise of $938,000,000 or 10.8 per cent. 
Secured loans increased from $6,086,- 
000,000 to $7,826,000,000, a rise of 
$1,740,000,000 or 28.7 per cent. Loans 
by “others” to brokers, however, in- 
creased from $732,000,000 to $3,907,- 
000,000, a rise of $3,175,000,000 or by 
434 per cent, and contributed more to 
the credit expansion than all of the 
member banks of the Federal Reserve 
System combined. 


Total Down 35 Per Cent 


INCE the high point was reached 
wW about two years ago, total loans 
have declined to $13,719,000,000 on 
Oct. 21, 1931, representing a liquida- 
tion of $7,616,000,000 or more than 35 
per cent, and they now stand lower 
than for more than five years back. 
No one should expect a complete liqui- 
dation of credit, for today the country 
could not function without credit any 
more than without currency. 

Of the $3,907,000,000 that was be- 
ing loaned by “others” to New York 
brokers two years ago, all but less 
than $200,000,000 has now been with- 
drawn, and more than half of it took 
flight during the final quarter of 
1929, when the collapse of security 
prices created conditions bordering on 
panic. 

At the present time the New York 
bankers, through their clearinghouse 
committee, are considering steps that 
might be taken to prevent a recurrence 
of such a dangerous condition in the 
future, and the proposal has been made 
to place such a high commission 
charge on lending such funds that it 
would be more profitable to leave them 
as deposits in the banks, where they 
would be under the control of the 
banking system and have reserves 
carried against their withdrawal. 

News from the industries indicates 
a highly irregular state of activity, 
which is not surprising at this stage 
of the business cycle, with three ten- 
dencies that stand out fairly clearly. 

1. Generally depressed conditions 
are still found in the manufacturing 
industries taken as a whole, although 
many of the “lighter” industries such 
as textiles, clothing and foodstuffs are 
doing relatively better than the 
“heavy” industries such as steel, min- 
ing, machinery and building materials. 


2. Increased volume is reported by 
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the lines producing merchandise for 
fall and winter use, also by those en- 
gaged in the wholesale and retail dis- 
tribution of such goods. No better 
than a seasonal expansion, if as good, 
has taken place this year, although the 
physical volume has not decreased as 
much as dollar value. 

3. Real improvement is reported by 
individual companies in surprising 
number which have completed the 
readjustment of their buying and sell- 
ing prices and their operating costs 
to the lower levels now prevailing. 

In the newspapers there are numer- 
ous items appearing every day of a 
pick-up in business in certain indus- 
tries and certain cities from one end 
of the country to the other. At the 
same time, it would not be correct to 
say that general business has made 
any appreciable recovery, inasmuch as 
business in the aggregate is still held 
down by curtailed operations in the 
basic industries. It would appear 
only a matter of time, however, until 
the aggregate will begin to rise fol- 
lowing the leadership of the lines that 
have already started forward. There 
is not sufficient space to discuss in 
detail these scattered evidences of im- 
provement, for an entire issue of this 
JOURNAL could be filled with the 
news items of the past month citing 
an increase in sales and employment 
by individual concerns making cotton, 
silk, woolen and rayon goods, clothing, 
leather and shoes, hosiery, millinery, 
shirts and bed-spreads, radios and 
other electrical appliances, bakery 
products, soft drinks, flour, refined 
sugar and other foodstuffs, glass, 
chemicals, linseed oil, alcohol, cigars, 
aircraft, office equipment and moving 
pictures. Some of the automobile 
manufacturers are doing better, also 
those making accessories for replace- 
ment, and the tire companies, gasoline 
refiners, service stations and finance 
companies. A number of chain stores, 
restaurant chains and department 
stores report improvement. 


Profits Above 1930 


F course it will be some time be- 
fore this increase in activity will 
be translated into net profits, but there 
is abundant evidence already at hand 
in the reports published during the 
past month by industrial corporations 
covering their third quarter that at 
least some of the representative Amer- 
ican corporations have readjusted their 
operations in such a way as to in- 
crease earnings, reduce deficits or turn 
deficits into earnings. 
Following is a partial list of com- 
panies that have published statements 
for the third quarter that show an 
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YV hat other Lock has these 
PLUS VALUES? 


o you know of a safe deposit lock whose 
key cannot be seen or touched by anyone 
until your customer has rented his box? 

A lock whose maintenance cost is practically 
nothing? 

A lock which protects not only your customer, 
but your bank, from every form of thievery and 
error? 


A lock which has been declared pick-proof by 
Underwriters Laboratories? 


A lock which offers more exclusive safety fea- 
tures than all other safe deposit locks combined? 


There is but one such lock in existence—the S&G 
Secret Key Changing Sealed Key Safe Deposit 
Lock. Its plus values eliminate at their source the 
possibilities of loss by your customer 

or your bank. For your renter must 
choose his own key, sealed in its im- Ala 
pression-proof metal scabbard; he 
and your custodian together must set 5 ¢ 6, manufac- 
the lock he chooses to fit the key he £4775 of Time,Com- 

bination and Safe 
has selected (see illustrations), and Deposit Locks have 


been pioneers in pro- 
thereafter only your renter and your tection since 1865. 


Sargent & Greenleaf Inc. 


New @ 


RocHEsteR @ Cunicaco @ Boston 
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custodian sogether can enter the box. And the state- 
ment your renter signs, that he is first to touch or 
see his key, is court evidence against fraud! 


This S&G Lock can be reset to an infinite num- 
ber of key-and-lock changes. It is manufactured 
by the same pioneering organization which made 
the first time lock ever to be installed on a bank 
vault door. It is used by such banks as Bank of 
America, New York; Union Trust, Detroit; North- 
western National, Minneapolis. The coupon will 
bring you a sample of this lock, and a complete 
explanation of its p/us values and how they can 
increase your safe deposit box business. 


SARGENT & GREENLEAF INC. 
ROCHESTER, N. Y. 
(Check square for information desired) 
CJ Please send sample of ‘the new patented S&G Sezled Key 
Container. 


0 Please send sample of the S&G Secret Key Changing Sealed 
Key Safe Deposit Lock, with sample keys and instructions. 


Position or Title. 
Name of Bank 


Address 


City and State 


Check here C1 if you wish a copy of A Quick Trip Through a Lock 
Factory. 


When writing to advertisers please mention the American Bankers Association Journal 
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CRANE’S 
« 


AN ESTABLISHED REPUTATION -—this is an asset of real 
value today, when buyers are becoming wary of goods of lean quality, 
unidentified services. 

Capitalize this return to quality ... convey to your customers a 
sense of your stability and integrity . . . put your time-honored repu- 
tation into action .. . by writing your letters on Crane’s Bond. 
Crane’s Bond is a paper with a reputation . . . a reputation for 
quality, distinction and durability. Your letters on Crane’s Bond will 
help inspire confidence in the present and future of your business 

renew the impression that relations with you are based on 


solid foundations. 


CRANE & CO., INC. + DALTON, MASSACHUSETTS 
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Deposits Govern Type 
of Assets 
(Continued from page 308) 


stagnant, that a bank becomes 
“frozen,” and the assets may need be 
forcibly liquidated by a receiver. 
When this point is reached it means 
that the orderly process of liquidation, 
as a going business, has ceased. 

In the orderly liquidation process, 
there is a constant flow of maturing 
and collectible obligations, the pro- 
ceeds from which temporarily increase 
the primary reserve and seek time and 
opportunity to re-invest into secondary 
reserve items, loans and discounts or 
investment account securities. The 
conditions must be dynamic and never 
permitted to become static. 

The next step consists of a specifi- 
cation of the items eligible for each 
of the four portfolio groups, and the 
diversification of items within each 
group. The first specification of eligi- 
bility must be liquidity and safety; 
the second, yield. 

The primary reserve items are read- 
ily specified; however recent banking 
history indicates that there is such a 
thing as the failure of a city bank de- 
pository, and in such instances the 
primary reserve of country correspon- 
dent banks has been seriously affected 
thereby. 


What’s for Cotton? 


(Continued from page 315) 


Cheap cotton has always stimulated 
consumption because the cheaper 
grades can be substituted for many 
more expensive materials. Then, too, 
we know that practically every Amer- 
ican and foreign spinner who is in a 
position financially to do so has con- 
tracted for one to three years’ supply 
of our low priced cotton, while many 
southern mills are buying and storing 
enough actual cotton to run them for 
several years. 

If the reparations and war debt 
questions are settled in the near fu- 
ture it may have the same stimulat- 
ing effect on business and consump- 
tion of cotton as did the preliminary 
settlement of the same questions in 
1921. The agreement in 1921 was 
followed by a business revival the 
world over with the cotton industry 
leading the revival. 

If these disturbing matters are set- 
tled in the near future, and our pro- 
ducers reduce their acreage drastical- 
ly during the next two years, we shall, 
I am confident, see expanding con- 
sumption and shrinking supplies long 
before such an event is now thought 
possible. A shrinking surplus coupled 
with uncertainty over future supplies 
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and expanding consumption will 
bring rising prices in their wake, and 
probably normal price levels within 
less than two years. Nature may also 
aid in the process of recovery through 
small crops during the next few years 
as it has so often done in the past. 


What Answer to Unem- 
ployment? 
(Continued from page 306) 


aid to the industrial rehabilitation of 
the displaced worker, are of impor- 
tance. 


firms is hopeless. Anything like a 
solution of this problem will require 
not only cooperative action between 
companies withir. an industry, but co- 
operation also between different in- 
dustries, between industry and trade 
on the one hand and banking and fi- 
nance on the other, and, finally, be- 
tween business and government. In 


the cyclical swings of business some- | 
thing can be achieved through nation- | 
wide labor exchanges. Something | 


can also be done to mitigate for the 
worker the effects of the cyclical 
swings. Under this heading may be 
mentioned public works programs and 
such planning as is possible in private 
building and improvement programs 
to concentrate the major operations 
in the depression period of the cycle. 
The present depression marks the 
first actual practice of a public works 
program to relieve unemployment, but 
the increase in public building pro- 
grams represents only some 10 per 
cent of the decline in private building. 


Prevention 


OUBTLESS even though nothing 

else were done it would be pos- 
sible also through careful study and 
better control of business operations 
to limit the swings of the business 
cycle itself. There are a number of 
large firms which through well or- 
ganized statistical departments keep 
fully informed about movements of 
production and of trade in general, 
about commodity prices, money rates 
and credit conditions, and on the 
basis of such knowledge they can in- 
telligently map out their policies. 
The advantage that redounds to the 
workers is that employment is kept 
on a more even keel and layoffs are 
reduced to a minimum. The swings 
of the business cycle might be re- 
stricted, also, through adequate con- 
trol of credit. Through control of 
money rates and through carefully 
devised open market operations they 
believe that the central banking au- 


When the problem of cyclical un- | 
employment is faced one realizes that | 
dependence upon the action of single | 


S the New York City member of the Marine Midland 
[ \ Group of banks, The Marine Midland Trust Com- 
pany has developed for the benefit of the out-of-town 


members of the Group complete and highly organized 
correspondent services. 


These services are equally available to our correspon- 


dents throughout the country. Your inquiry regarding 
fiduciary representation in this city is invited. 


The Marine Midland Trust Co. 


of New York 


MAIN OFFICES: 120 BROADWAY 


MEMBER OF THE MARINE MIDLAND GROUP OF BANKS 


New York Crtry, Marine Midland Trust Company . . Burrato, Marine Trust 
Company . . Troy, The Manufacturers National Bank of Troy . . East 
Aurora, Bank of East Aurora . . BINGHAMTON, Peoples Trust Company . . 
Jamestown, Union Trust Company .. JoHNsSON City, Workers Trust Com- 
pany . . LACKAWANNA, Lackawanna National Bank . . CortLanp, Cortland 
Trust Company . . SNYDER, Bank of Snyder . . Rocuester, Union Trust 
Company .. TONAWANDA, First Trust Company .. NortH ToNawanpa, State 
Trust Company . . AtB1on, Orleans County Trust Company . . Lockport, 
Niagara County National Bank & Trust Company . . Niacara FAtts, 
Power City Trust Company 
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CONDENSED 
STATEMENT OF CONDITION 


SEPTEMBER 29, 1931 


Che 
Cleveland 
Crust Company 


Assets 
Cash on Hand andin Banks . . $ 19,072,704.94 
Due from Federal Reserve Bank 11,002,141.16 


United States Government Bonds 
and Certificates . . . . . 26,016,725.14 


State and Municipal Bonds and 
Other Bonds and Investments, 
including Stock in Federal 
Reserve Bank ..... . 28,221,125.15 


Loans, Discounts and Advances . 205,140,080.78 


Banking Houses and Lots and 
Other Real Estate e e 8,144,907.38 


Interest and Earnings Accrued 
and Other Resources. . . . 


Customers’ Liability on Letters of 
Credit and Acceptances Exe- 
cuted bythis Bank .... 2,936,621.35 


Total . . . . $303,235,414.45 


Liabilities 

Capital Stock . . . «$13,800,000.00 
Surplus and Undivided Profits . 13,457,587.71 
Reserve for Taxes, Interest, etc. . 2,401,250.82 
Dividend Payable October 1, 1931 414,000.00 
Bills Payable and Rediscounts . NONE 

Deposits . . . . . «6 « + 269,542,666.30 
Other Liabilities . . .... 683,288.27 


Letters of Credit and Acceptances 
Executed for Customers. . . 2,936,621.35 


Total . . . . $303,235,414.45 


2,701,108.55 


Member Federal Reserve System 
Member Cleveland Clearing House Association 
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thorities can stimulate business when 
necessary and stop excessive specula- 
tion in times of rising prosperity. 
There would result, it is believed, 
more stable price levels, and forced 
liquidation with its attendant busi- 
ness losses would be diminished; and, 
the worker would find steadier em- 
ployment. 


The Planning Idea 


HAT there is much force in the 
argument so presented is beyond 
question. The successful application of 
procedure would depend, however, on 
the form of organization of the bank- 
ing system and upon the degree of 
effectiveness of control of credit ex- 
ercised by the central authorities. 
The existing depression has set men 
to wondering whether after all the 
business cycle is a phenomenon neces- 
sarily to be endured or whether we 
could not do better by reorganizing 
our whole scheme of procedure with 
the purpose of abolishing the cycle 
altogether. The new idea that has 
been injected into the situation is 
that of industrial planning and con- 
trol. This idea implies some sur- 
render by the individual of cherished 
economic liberties, but by way of com- 
pensation it is said to offer stability. 
A definite proposal based on this 
idea is that of Mr. Gerard Swope of 
the General Electric Company. His 
proposal reminds one of the medizval 
guilds, which in their day exercised 
considerable supervision over mer- 
chants and handicraftsmen. Mr. 
Swope proposes that trade associa- 
tions be formed in the various fields 
of business and that these associa- 
tions enjoy wide powers of control in 
all matters affecting the conduct of 
these businesses. What is especially 
noteworthy here, however, was Mr. 
Swope’s acceptance of the principle 
that the worker is entitled to security. 
His plan aims to provide protection 
for the workers against the economic 
burdens of sickness and accident, old 
age and enforced unemployment. 
This protection is to be provided 
through properly organized schemes 
of insurance. Mr. Swope recognizes, 
of course, that the ideal solution of 
unemployment is work, but he is real- 
ist enough to appreciate that the best 
of plans will not function with abso- 
lute perfection and that some provi- 
sion will have to be made for those 
who through no fault of their own 
find themselves out of employment. 
Mr. Swope’s plan has stimulated dis- 
cussion. He, least of all, would ex- 
pect its adoption just as he formu- 
lated it, but as an attempt at a new 
economic orientation, it constitutes a 
contribution, certain phases of which 
merit careful study. 
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England’s Modern Meth- 
ods for Settling Estates 
(Continued from page 319) 


The greatest task that faces the 
American trust man with a national 
interest and point of view during the 
next decade is the modernization and 
standardization of fiduciary laws and 
practices. It is a task the details of 
which must be worked out by the trust 
men of each state, but one to which 
the general incentive must, in most 
cases, come from outside sources. 
The regional and national associations 
of trust companies may well begin to 
create sentiment for the moderni- 
zation of fiduciary laws and practices. 
The greatest single source of outside 
help will be the Birkenhead Acts them- 
selves. Just as we relied upon the 
English common law in the beginning 
for the foundation of our fiduciary 
system, so now we may follow the lead 
of England as it discards the vestiges 
of feudalism and adopts a system of 
fiduciary law and practice that is es- 
sentially democratic—one in which 
the eldest son enjoys no preference 
and the wife endures no disadvantage 
in the distribution of estates, in which 
real and personal property descend 
alike, in which the law attempts to 
distribute intestate estates and to 
provide for beneficiaries—particularly 
minors—in the ways employed by the 
prudent and provident men of affairs 
who make wills. 

The task of modernizing the fiduci- 
ary laws and practices in forty-eight 
states, it may as well be recognized, 
is a long and tedious one. It would 
be neither practicable nor desirable to 
take over bodily the English Trustee 
Act or Administration of Estates Act 
or any other portion of the Birken- 
head Acts. This legislation does, 
however, contain valuable suggestions 
—particularly as to common-sense, 
business-like ways of dealing with es- 
tates and trusts. The English legis- 
lation of 1925, furthermore, contains 
a challenge to American trust men, 
lawyers, and legislators. What Par- 
liament has done for England and 
Wales, to be sure, our state legis- 
latures, under the stimulus of trust 
men and lawyers, acting in concert, 
may do for the American states. 


Broad Statutory Powers 


S I read the new legislation as 

it relates to estates and trusts, 

one of my general impressions is that 
an English executor or trustee is 
clothed by statute with extraordina- 
rily broad powers, and that, conse- 
quently, it does not have to depend 
for its powers so much upon the terms 


Dthat. delermines good 


CHECK PAPER ? 


The primary purpose of safety check 

paper is to defeat criminal alteration. 

This all-important characteristic is 

often achieved through the imprint- 

ing of a delicate color surface pattern. 

But the best safety paper is made 
alteration-proof by a special chemical treatment of the paper pulp which leaves 
the finished sheet with a plain no-pattern surface, because: 


Legibility is of second consideration 

in the proper choice of a safety check 

paper. Figures and signatures must 

be read correctly in the shortest time 

possible. Only plain surface paper 

presents the extreme contrast neces- 
sary to the quick, accurate reading of checks in your bank. But this hurried and 
rough handling exacts the third important qualification: 


Which is strength to repell the pun- 

ishment of tearing and folding. The 

el best safety paper must contain the 
trongth proper proportion of new, clean rag 

fibres densely intertwined with puri- 

fied cellulose fibres to resist tearing. 


The surface must not crack when folded — causing partial destruction of 
figures or signatures. Cost of safety paper is least important because: 


So much trouble and loss can come 
from the alteration of one check the 


difference in cost of the best safety 
paper for that one check is practical- 
ly nothing in comparison. 

Specify Gilbert Safety Bond be- 
cause it represents the maximum in protection, legibility, strength. Its price is 
no higher than average. Ask your lithographer or printer. 


GILBERT 


SAFETY BOND 


THE SAFEST OF SAFETY PAPERS 


GILBERT PAPER COMPANY, Menasha, Wisconsin. 
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Charter Member New York Clearing House Association 


To banks, and bankers desiring a 


thoroughly satisfactory New York 


correspondent, Chatham Phenix 


offers the experience of 119 years 


of commercial banking, and “the 
friendliness of a neighborhood bank 


with the resources and facilities of 


a great metropolitan institution.”’ 


CHATHAM PHENIX | 


NATIONAL BANK AND TRUST COMPANY 


New York 


MAIN OFFICE: 


149 BROADWAY 


16 Branches in New York City 


Established 1812 


of the trust instrument or the orders 
of court. 

Another impression, akin to the 
first, is that the executor or trustee 
has a wholesome relation to the court. 
While it is not required to be con- 
tinually going to court for permission 
to do this or that, through the instru- 
mentality of the originating summons 
it does have easy access to the court 
in the case of necessity. 

The English practice in this respect 
seems to be highly practicable. Let 
the fiduciary be clothed with ample 
powers to do anything and everything 
that is either required or appropriate 
for the proper administration of the 
fiduciary business in hand. Let the 


: Capital, Surplus and Undivided Profits over 630,000,000 


| action and expert counsel. 
| of establishing a foreign bondholders 


| ganization. 
| a limited extent. 
| State admits that it has an interest 


| ment. 


court stand ready, without red tape 
or ado, to advise and to guide as to 
all doubtful matters. But, having 
clothed the fiduciary with ample pow- 
ers, having placed at its disposal the 
services of the court, having given the 
fiduciary a free hand in all adminis- 
trative matters, let the court, and the 
public as well, hold the fiduciary to 
the highest standard of care and ac- 


- countability. In England, no less than 


in the United States, the fiduciary, 
whether trust corporation or indi- 
vidual, occupies the most exalted of 
all business relationships. Let his 
fidelity be of the same high quality 
as his extraordinary opportunities 
for service to mankind. 


Protection forthe Owners 
of Foreign Bonds 
(Continued from page 322) 

The idea 

council for such functions fell on deaf 


ears a very few years ago but its 
necessity is becoming increasingly ap- 


| parent. 


Present Sources of Data 


HE question naturally occurs 
whether there are not agencies al- 
ready in existence that offer services 
along the lines of the proposed or- 
The answer is “‘yes”—to 
The Department of 


in loans of a certain nature and, to 


| avoid diplomatic embarrassments, in- 
| sists that it be consulted before nego- 
| tiations for such loans are under way. 
| However, the fact that the Depart- 
| ment of State has found occasion to 
| approve or disapprove certain loans 
| has given the investing public the im- 
| pression 


that all foreign issues 
brought out on this market have the 
approval of the Department of State. 


| This is an erroneous impression and 
| has caused a false stamp of security 
| to be placed upon our foreign dollar 
| bonds. 


| have no significance or considerations 


Most of the loan negotiations 


beyond a straight out and out busi- 
ness proposition and these are outside 
of the interests of the State Depart- 
It will be seen, then, that no 
agency serves the function of passing 
upon the merits or safety of each for- 
eign issue floated on this market. 

The Department of Commerce and 


the Federal Reserve Board are, of 
| course, in a splendid position to keep 
| currently posted on all developments 
| of importance abroad. Nearly all of 


this information is available to the 
public in one form or another. It 
must be realized, however, that 
neither of these governmental organi- 
zations is able to divulge publicly in- 
formation of a political character that 
may have an extremely important 
bearing on the situation in a foreign 
country. Their publications are 
strictly factual; undercurrents, free 
interpretations or rumors do not have 
a place in their releases. 

Any digression by them from the 
confines of finance and economics 
would immediately create a delicate 
situation for the State Department to 
handle. Since these two government 
units are limited with respect to the 
character of information to be pub- 
lished, it would seem that there is a 
place for an organization that could 
circulate any pertinent information 
freely and prepare the investing pub- 
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lic for an impending crisis. It is be- 
lieved that advance information would 
lessen the shock and prevent an ava- 
lanche of bond liquidation. 

Another useful agency is the Inter- 
national Institute of Finance, con- 
ducted by the Investment Bankers 
Association. While the work of this 
organization in the field under discus- 
sion has been monumental, its find- 
ings unfortunately are only circulated 
among its members and reach only a 
small portion of the holders of for- 
eign bonds. 


To Revive Confidence 


T is thought by some that the re- 
newal of foreign lending on a large 


scale by the United States would be of | 


immediate benefit to the world at 
large. 


to be bought at 50, 60 or 70. 


While some bankers may entertain | 
strong doubts as to whether such an | 


organization can be made really ef- 


fective in its functions, consideration | 
should be taken of the psychological | 


factor. In these days of increasing 
stress upon the psychological element, 
it must be conceded that any steps 
taken to protect the interests of for- 
eign investors should at least accom- 
plish something in the way of im- 


proving the lethargic state of the for- | 


eign bond market. 


Profits in Iron and Steel 
(Continued from page 311) 


Building construction will 
this year and there has been little 
change in the situation, with public 
works and utility construction repre- 
senting the bulk of demand. Ship- 


building has been quite well main- 


tained under the stimulus of the | 
Jones-White law giving a Government | 


subsidy to American shippers in the 
form of mail contracts. With such a 


surplus of shipping capacity tied up | 


idle to docks throughout the world, 
the possible endurance of the activity 
and apparent prosperity in American 
shipping and shipbuilding is uncer- 
tain. Building of residences of steel 
has been talked of for years, but has 
not yet progressed to the point where 
it can compete with the more com- 
monly used materials, and the busi- 
ness depression has added to the de- 
mand for cheaper rather than more 
costly houses. 

Buying from other large consumers 
of steel, such as the railroads, makers 
of farm implements, oil producers, 
pipe line and public utility companies, 
is extremely restricted and will prob- 
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However, our investors are | 
not anxious to buy new foreign bonds | 
at 90 or 95 when there are hundreds | 


take 
about 17 per cent of the steel output | 


customers 
will welcome 
this servicer 
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There is profit for you, and con- 
venience and economy for your 
customers, in Mellon Travelers 
Cheques. The customer pays 
you only 25 cents premium per 
$100, and, to this we add another 
25 cents ... making your com- 
mission on the sale 50 cents per 
$100! Mellon Travelers Cheques 
are issued in denominations of 
$10, $20, $50, $100 and $200. Be- 
cause of the world-wide stand- 
ing of the Mellon National Bank, 
they are easily negotiated in any 
country. MELLON NATIONAL 
BANK, Pittsburgh, Penna. 


‘MELLON 


VAvelers 
CHEOUES 


ably continue so for some months to 
come, considering the difficulties faced 
by the concerns in the different lines 
through falling revenues. 

Hopefulness in the trade is height- 
ened by the knowledge that stocks of 
steel in the hands of consumers have 
been reduced to the lowest point in 
years and that any material improve- 
ment in demand will quickly be re- 
flected in a rise in operating 
schedules. The wage question has 
been settled, prices stabilized and the 
industry is maintaining its tradition- 
ally strong cash position and marking 


time until the turn comes in general 
business. 


Better Outlook 


Iron Age says that the steel indus- 
try, for the first time in months, sees 
the possibility for moderately better 
business in November. Blast furnace 
figures for October show a slowing 
down in the rate of decline in the out- 
put of iron and steel and gains are 
expected from the automobile indus- 
try. The average daily output of pig 
iron in October was 37,848 tons. 
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Constructive 
Auditing 


An independent audit is to be regarded always 
as the means to valuable advice from the audi- 
tor or auditing firm. 


Too often, auditing service ends with the report 
of the financial condition of (name) as of (date). 


Auditors should be equipped—and should be 
employed—to offer recommendations in con- 
nection with method, policies, financing, etc. ; 
to furnish comparative statistics intelligently 
prepared; to point out how mistakes and waste 
may be eliminated, and pitfalls avoided. 


Of course, every audit should be a Detailed 
Audit. But whether it be Detailed, Semi- 
Detailed cr Balance Sheet, it can, and should 
be made to, serve as the basis, not only of the 
financial report, but also for constructive help. 


With the business man’s appreciative under- 
standing of this help, and the cooperation of pro- 
gressive Public Accountants, Auditing becomes 
Constructive and offers its greatest value. 


ERNST & ERNST 


ACCOUNTANTS AND AUDITORS 
SYSTEM SERVICE 


AKRON DALLAS HOUSTON NEW ORLEANS ST. PAUL 
ATLANTA DAVENPORT INDIANAPOLIS NEW YORK SAN ANTONIO 
BALTIMORE DAYTON JACKSON, MISS. OMAHA SAN FRANCISCO 
BIRMINGHAM DENVER KALAMAZOO PHILADELPHIA SEATTLE 
BOSTON DETROIT KANSAS CITY PITTSBURGH TAMPA 
BUFFALO ERIE LOS ANGELES PORTLAND, ME. TOLEDO 
CANTON FORT WAYNE LOUISVILLE PROVIDENCE TULSA 
CHICAGO FORT WORTH MEMPHIS READING WASHINGTON 
CINCINNATI GRAND RAPIDS MIAMI RICHMOND WHEELING 
CLEVELAND HARTFORD MILWAUKEE ROCHESTER WINSTON-SALEM 
COLUMBUS HUNTINGTON, MINNEAPOLIS ST. Louis YOUNGSTOWN 
W.VA. 


Plight of the British Pound 


(Continued from page 334) 


Nevertheless all these unfavorable 
factors combined could probably not 
have thrown British finances off of 
their golden foundation had it not 
been for the bad combination of exces- 
sive lending in other countries with 
insufficiently supported short term 
obligations at home at a time when 
the whole world and especially the 
European portion of the world has 
been in a financial ferment. 

Conversely there is nothing in 
the present financial situation of 


Great Britain to impair its ultimate 
essential soundness. The country is 
in exactly the same position as an in- 
dividual of vast wealth who has lent 
his funds too freely and finds himself 
short of cash necessary to meet his 
current obligations. The British gold 
position can be restored by the recall 
of capital the nation has exported or 
by an influx of new capital from other 
countries. By permitting the pound 
to go below par, this process of restor- 
ation is automatically stimulated. 


Assuming that the nation’s budget 
will be promptly balanced under the 
measures in course in Parliament as 
this is written, there is nothing in the 
British financial situation to prevent 
the restoration of the pound to par 
within the limit of time indicated in 
Parliament as the probable duration 
of the suspension of gold payments. 
Back of the financial situation, how- 
ever, is the condition of British in- 
dustry which presents problems more 
or less independent of finance. While 
the restoration of the pound sterling 
to par in 1925 undoubtedly placed a 
considerable burden upon British pro- 
duction of articles in competition in 
foreign markets with similar goods 
manufactured in countries operating 
on the basis of debased currencies 
there seems to be little doubt that the 
chief need of these industries is a 
thorough overhauling and moderniza- 
tion, an abandonment of time honored 
but déclassé methods, and a changed 
disposition on the part of British 
labor which will stimulate production 
by encouraging individual output in- 
stead of limiting it for the alleged 
protection of the wage scale. 

It may be, as is freely predicted, 
that with the pound at a discount 
there will be a stimulus to British 
manufactures which will do much to- 
ward the restoration of prosperity in 
the Kingdom. With this as an inci- 
dental result of current financial diffi- 
culties no one can complain—especially 
since British manufactures in reality 
compete with not more than 10 per cent 
of American manufactures in foreign 
markets. As a deliberate national 
policy, however, debasement of cur- 
rency will hardly be profitable in the 
long run. The better policy for Great 
Britain is the one it is likely to fol- 
low: That is, to restore the pound to 
its full value at the earliest moment 
practicable and to reestablish the Lon- 
don financial market in as near its 
pristine glory as possible. 


Status of Bonds We 
Call Legal 


(Continued from page 317) 


Southern Railway and Union Pacific. 
They were the gilt edge members of 
the legal list. Within recent months 
four of them, namely, the Lacka- 
wanna, Great Northern, Louisville and 
Nashville, and Northern Pacific, have 
sliced their dividend rates and the 
Southern Railway has been compelled 
to omit dividends entirely. Only the 
Atchison, Chesapeake and Ohio, Bur- 
lington, Michigan Central, Norfolk 
and Western, Southern Pacific and 
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Union Pacific will be able this year 
to pass this phase of the legality test. 


How the Others Fared 


F they have suffered so seriously 
from the turn of events, what was 

to be expected of the less strong roads 
among which were a number that had 
not been properly reorganized and 
had still too high a proportion of 
stock capital to total fixed debt? 
Among the railroads whose obliga- 
tions were first made legal in 1929 
were those of the Chicago, Rock Is- 
land and Pacific; Kansas City South- 
ern; New York, Chicago and St. 
Louis; St. Louis-San Francisco; St. 
Louis-Southwestern; Southern Rail- 
way, and Texas and Pacific. 

What would have been the experi- 
ence of an institution which, follow- 
ing the exact letter of the savings 
bank law, bought in 1929 the obliga- 
tions of railroads that appeared then 
to be well grounded and had the ad- 
vantage of giving an income return to 
maturity well in excess of that of the 
more seasoned legal issues which were 
then quoted between a 4.10 and a 
4.25 basis? We will presume that 
this bank, like so many others, felt 
the necessity of earning as much as it 
could with safety of capital in order 
to meet the 4 per cent interest rate 
paid on time deposits, and an increas- 
ing overhead. So it might have been 
persuaded to buy such bonds as Chi- 
cago and Northwestern first and re- 
funding 4%s at 96; Illinois Central 
refunding 5s at 93; New York, Chi- 
cago and St. Louis refunding 5%s at 
107; Pere Marquette first 5s at 10544; 
St. Louis-San Francisco consolidated 
4s at 86; St. Louis Southwestern con- 
solidated 4s at 100144; Southern Rail- 
way development 6%s at above 118 
and Wabash Railroad refunding 5%s 
at 102%. The average cost price of 
these eight issues, if bought early in 
1931, would have been 101. All of 
these roads had a record for amply 
covering their fixed charges, a num- 
ber of them more than twice over in 


the period of years preceding the pur- - 


chase. They paid in most cases divi- 
dends on their common stocks. Their 
preferred stocks were regarded gen- 
erally as sound investments. 


Dropped One-Half 


N the second week of last October 

the average price of this same 
group of bonds was 50, or a shrink- 
age of a trifle over 50 per cent from 
the level at which they stood when 
bought. According to the ruling of 
the savings bank law none of them is 
now meeting the legality test and, if 
the superintendent of banks in the 
states where these issues qualify were 
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FEDERAL LABORATORIES, INC. 

185 Forty-first Street, Pittsburgh, Pa. 

(Representatives in all principal cities) 
entlemen: 

PROTECTION for Banks. 


to exercise his judicial rights, he 
could compel the institutions holding 
such securities to sell them, obviously 
at a great sacrifice of capital and at 
the risk of cutting deeply into surplus 
of the banks holding them. Under 
such conditions it is not necessary to 
argue for the carrying out of the 
maximum letter of the law but for 
the exercise of sound business judg- 
ment and a regard for conditions 
precedent to 1931. In other words, if 
a railroad in a majority of the years 
prior to 1931 has been able to pass the 
legality test with an ample margin 
why should the entire outlook be 


Victory! 

ictory: 
And another warning to bank ban- 

dits that defeat and probable capture 


await them in banks protected by 
FEDERAL GAS! 


Just read how speedily and how re- 
lentlessly modern chemical protection 
disrupted this holdup attempt. Rarely, 
indeed, do bandits venture against a 
tear gas defense—only three out of a 
thousand banks thus protected were 
atacked last year. 


This immunity—this absolute secur- 
ity—is yours to enjoy when you have 


installed 


FEDERAL 
GAS 


Bandit Protection 


Tomorrow, Mr. Banker, you may be called 
upon to protect your own life, your patrons’ 
lives against bandit bullets. Are you pre- 
pared? Install a FEDERAL TEAR GAS 
SYSTEM NOW. 


Twenty-five per cent reduction in holdup 
insurance premiums guaranteed. 


Federal Laboratories, Inc. 
Protection Engineers 
Pittsburgh, Pa. 


MAIL THE COUPON 


Without obligation to us, you may please send us details about FEDERAL BANDIT 


changed by the record of one, or pos- 
sibly, two years of misfortune? 

If the full force of the savings 
bank law were to be made operative 
an institution might not after this 
year be permitted to own the bonds 
of many of the strongest railroad com- 
panies in the United States, among 
them the Delaware, Lackawanna and 
Western; Great Northern; Northern 
Pacific; Pennsylvania; New York Cen- 
tral; Reading; Central Railroad of 
New Jersey, and Delaware and Hud- 
son. All of these roads have been 
carefully managed, and in years of 
plenty, have piled up large reserves, 


NEW YORK TIMES, 
SEPTF MBER 29, 1931 
mil 
{ 
‘ 
York Times. 
t , Sept. 28.—De-|. 
layed by one © ¢ victims who t 
jested with him at his pistol’s point.|, 
| a lone bandit who held up two tellers t 
in the First National Bank of Mill- 
r} town this morning was forced to flee}, 
4 with only $240 under & barrage of}, 
ri tear sas released by the bank's], 
cashier, whose attention finally ws 
“| attracted by the conversation. 
Whisking 4 revolver from beneatr 
his coat pofore the tellers could give 
alarm he warned them not to 
raise their hands. They were away 
from the counter and could not drop 
-}to tne floor out of range 
“Hand it over,” the robber of- 
nning the thug blankly. 
order as the robber ap- 
nave lost patience. He 
one of the of 
20 bills. amounting to $240. Slowly, 
he started to pass out another. 
e| Kulthau. however, had heard the 
of the conversation. Looking 
out, he became aware of the holdup 
land pressed & putton which released 
flow of tear-ga 
nlof the robber. The 
fling for the secon 
clapped his hand 
Gray was commended for his cour- 
age by the officers of the bank. 
whicn installed the tear-gas system 
at a cost of $1.000 a year ago. The 
customers and the employes escaped 
the effects of the gas. 
Name .... 
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ANKERS who are most careful in buying 
their check paper are selecting Hammermill 


Safety check paper— 


Because it gives them checks of high quality, 


at a substantial saving. 


Here’s a safety check paper with a smoother 
surface that your customers will appreciate. Try 
it yourself— make your own comparisons.* 


Give your customers 
this better check paper-- 


Strong new fibres give extra strength. In tests, 
Hammermill Safety stands hundreds of folds. 


Uniformly high quality at low cost, due to 
manufacture complete in one mill, from raw 
material to sensitized surface. 


No one objects to paying less for better check paper. 


HAMMERMILL PAPER COMPANY 
ERIE, PA. 


* Mail the coupon 
for Sample Book 
and Test Sheets. 


6-397 Paper; and Shects; “to - 
clip this. coupah to your bank fetterhead): 


at the same time increasing their 
stock equities by the amount of earn- 
nings and new capital that have gone 
into the betterment of their proper- 
ties. It would be a rash executive 
who would say that because any one, 
or all of these transportation com- 
panies have not been able in the panic 
year of 1931 to cover their fixed 
charges one and one-half times, while 
paying dividends on their stocks, they 
must be thrown out of the portfolios 
of their institutional owners. 
Common sense, therefore, has in 
the past, and is again prevailing 


SAFE 


«Please send Sample Book ot 


over statutory demands. This, how- 
ever, is not enough. The fact that 
twice within ten years the savings 
bank law has broken down as it stood 
prior to 1929 and as it has been 
amended, furnishes sufficient proof 
that, on the one hand it is too rigid 
in its application to a large majority 
of the issues affected by it and that on 
the other, too great liberality has been 
shown in the admission to the privi- 
ledged list of bonds of railroads either 
with an unseasoned credit structure 
or one which plainly would crumble 
when a period of low earnings set in. 


It took years for the sponsors of 
railroad equipment trust certificates, 
probably the highest type of corpora- 
tion obligations we have, to place 
them on the legal list. Going from an 
excessive conservatism to a policy of 
undue liberality the framers of the 
1929 amendment were able to invite 
into the company of legal bonds those 
of railroads with an inferior capital 
structure simply because pressure was 
brought to bear by the underwriters 
of such bonds who could not have sold 
them at favorable prices had they not 
been classed as “legal.” 

If the legality status of either a 
railroad or a public utility bond in the 
future is to be accepted by the invest- 
ing public, and this not only includes 
savings banks and trustees but other 
institutions and individuals who in 
the interest of safety adopt the rat- 
ings made by law when they make 
their investments, it will be necessary 
to avoid restrictions that penalize cor- 
porations of high standing during the 
inevitable cycles of reaction and pre- 
vent the admission of those bonds that 
clearly have only a “fair weather” 
character. If it is necessary to en- 
large the field of investment of sav- 
ings institutions this should be done 
outside of the ranks of the existing 
types of securities that alone may 
qualify. 


A Needed Change 


REVISION that should be con- 

sidered in the savings bank law 
covering legal investments is one 
changing the provision which com- 
pels a railroad to have paid dividends 
on its capital stock in five of six years 
preceding the investment and equiva- 
lent to one-fourth of the fixed charges. 
One can readily see what such a re- 
quirement leads to in a period like the 
present. Railroads will go further 
than they should for the good of the 
physical side of their properties and 
their surplus accounts in maintaining 
dividends that are not earned in order 
to preserve the legality of their bonds. 
It is of course an injury to a stock- 
holder to have his dividend either 
reduced or passed. Even greater 
harm may come to him if, through 
a dissipation of corporate funds, his 
property becomes bankrupt and his 
equity disappears. The general credit 
of a railroad is unquestionably estab- 
lished on the excess of earnings over 
fixed charges. Because it does not 
pay a certain rate of dividend in a 
time of depression, while at the same 
time it may be fully covering its in- 
terest requirements, constitutes a poor 
basis on which to expel it from the 
legal class. 
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The Legal Sphere of 
Trust Work 


(Continued from page 342) 


received for the preparation of a will 
or trust is of minor importance; the 
compensation to the fiduciary a major 
item. Therefore the organized at- 
tempt made to limit the activities of 
corporate fiduciaries by court proceed- 
ings, legislative harassment, public 
criticism and lying in wait, are acts 
of self preservation. 


Rights of the Public 


E maintain the right to adver- 

tise our business in any manner 
which is approved by the public we 
serve. We maintain that a testator 
or trustor has the right to select the 
person or institution to carry out his 
wishes untrammeled by the rules of 
an association with which he has no 
concern. We maintain that as he con- 
siders the discussion prior to the 
preparation of a will or trust a busi- 
ness problem, involving as it does the 
care and distribution of his property, 
the investment of his funds, the ques- 
tion of family relationships, that he 
is entitled as a matter of right to the 
presence of his trust adviser when in 
conference with the lawyer. We 
maintain that the rights of the public 
are paramount to any jurisdictional 
controversy between lawyers and 
trust officials. 

Members of the bar know that 
doing a law business under present 
conditions, particularly in the large 
cities, is a combination of business 
and law, and that if they were to be 
required to limit their activities to 
strictly legal matters they would be 
engaged entirely in the practice of 
looking up legal questions, writing 
opinions thereon and the trial of 
cases. In the general process of evo- 
lution, however, many lawyers prac- 
tice law by engaging in the larger 
problems of corporation management 
and development, the reorganization 
of businesses, the management of 
property in jeopardy, special com- 
missioners in condemnations, as gen- 
eral business consultants and acting 
in many fiduciary capacities, in this 
twilight zone in which the lawyer and 
the corporate fiduciary meet. As we 
have no desire to limit the business 
activities of the lawyers, nor do we 
desire to do a law business, there 
should be a sane cooperation for the 
amelioration of conditions to accord 
with present-day business standards, 
so that lawyers and trust companies 
can operate without friction in their 
respective fields. 

If the corporate fiduciary is not 
permitted to carry out its charter 


This shows the beauti- 
ful new flush type of 
alarm housing on a stone 
Facade. It suits other 
styles of architecture 
equally well. 


Flush Housing 


| VAULT 


is 


A beautiful new 
VAULT ALARM HOUSING 


—Flush with the Wall 


HE new housing for Bankers Electric Vault and Holdup 
| pion sets flush with the outside wall of bank buildings, 
fitting easily into any architectural scheme. All you see is 
the handsomely designed front, shown above. 

Unfailing protection against attacks on bank vaults is the 


Our Service 


We install, inspect and 
maintain local vault pro- 
tection of the embedded 
cable and/or sound de- 
tection types anywhere 
in the U.S.A., through 
117 A.D. T. offices. 


record of 25 years use of Bankers Electric Local Alarms. In 
the attractive new flush type housing are retained all its well 
known features of complete protection against attack, and 
large volume of sound for the alarm itself. 

The surface type housing will still be supplied for bank 
buildings where the flush type cannot be used. 


Bankers Electric Protective Association 
60 State Street, Boston, Mass., and A. D. T. Offices in 117 Cities 


powers, according to its own concepts, 
then the legal canon of ethics should 
contain these provisions: The lawyer 
shall not collect accounts until litiga- 
tion arises, for the collection of ac- 
counts can best be handled by collec- 
tion agencies which may not be per- 
mitted to practice law. He shall not 
search real estate transfer records 
prior to giving a legal opinion on the 
title, for this is the vocation of the 
abstractor. He shall not prepare in- 
come and inheritance tax returns, pre- 
pare settlements or schedules, for that 
is the business of the public ac- 


countant. He shall not act as re- 
ceiver, assignee, executor or in any 
fiduciary matter, except as legal ad- 
viser, for that is business manage- 
ment and should be handled by the 
graduate of a school of business, com- 
merce or finance. He shall never act 
as executor or trustee in a will pre- 
pared by him. If each vocation 
should be strictly confined to its own 
field, this would be a narrow world 


indeed! 
Much has been said about the cor- 
porate fiduciaries’ inadequate ac- 


quaintance with the testator’s family, 
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STRENGTH and 
SIMPLICITY 


Strength and Simplicity symbolize this 


bank entrance. 


Strengthen and simplify your bank 


checks by using 


WROE NONALTERABLE BOND 


On the solid tint of this superlative 
safety paper you can show your en- 
trance, your building, your symbol, 
beautifully, distinctively, powerfully. 


Let us send you specimen checks and 
the name of a printer or lithographer 
in your community who can furnish 


you checks of this character. 


Costs No More than ordinary paper. 
Tough flexible—stands the gaff. 
Doesn't cut up under the check writer. 


Perforates cleanly and positively. 


Wroe Nonalterable Bond is not obvi- 
When the crook 
tries to alter a check he wrecks the job 
before he knows what he is up against. 


ously safety paper. 


See below. 


Entrance to one of the coun- 
try banks of Pennsylvania, 
Wm. Pope Barney, architect. 
“It is a beautiful doorway, 
carried out in the Georgian 
style, and shows distinct 
characteristics, possessing 
strength and simplicity and 
a certain dignity which is 
suggested by that particular 
style.” 


W.E. Wroe & Co. 


22 


of his affairs, of his dependents’ 
need; that, owing to our form of or- 
ganization we are disinterested, soul- 
less organizations concerned only in 
the compensation for expert service 
rendered. We say that we are inter- 
ested in creating a right understand- 
ing among members of the family, of 
the facts regarding property, its dis- 
tribution and its conservation; that 
we have by constant reiteration, ad- 
vertising and solicitation educated the 
public to the necessity of making a 
will, impressed upon the public mind 
that the right originally denied to 


(Producers of Construction Bond) 


West Monroe Street, Chicago 


£é 


3LE BO! 


them and fought for now becomes a 
duty of every right-thinking person 
who has property. We are impress- 
ing upon every man that as the head 
of the family he has definitely as- 
sumed the responsibility for the sup- 
port of his dependents, that they have 
a right to look to him for adequate 
maintenance, that he must not only 
carry life insurance but that there 
shall be certainty that the funds must 
not be paid in a lump sum, but so ar- 
ranged that the fund will be carefully 
invested and distributed after death; 
that this burden should not be thrown 
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upon a widow inexperienced in busi- 
ness, who may receive the insurance 
check and a fake prospectus in the 
same mail, who may be lured by at- 
tractive promise of large income re- 
turn from doubtful investments. 


Protection First 


HE corporate fiduciaries’ con- 

sistent advocacy of the idea of 
protection of those entitled to con- 
sideration, either by reason of family 
relationship or as a member of the 
human family, has resulted in those 
outstanding developments of trust 
service, the living trust, the insurance 
trust, the business insurance trust 
and the community trust. 

Experience has shown that gifts 
for charity frequently result in losses, 
mistakes and difficulties, and a com- 
plete failure of the charitable gift in 
accordance with the givers’ wishes and 
the needs of the beneficiaries of the 
trusts. 

Through the medium of the trust 
institution the thoughts of men of 
wealth have been guided toward the 
charitable needs of the present and 
the consideration of preventive meas- 
ures for the welfare of future gen- 
erations. The trust institution with 
a well-developed sense of public re- 
sponsibility has created in the minds 
of many a sense of community coop- 
eration, of sympathy with common 
needs, and the necessity of curbing 
anti-social ideas which tend to weaken 
the foundation of our government. 


The Matter of Ethics 


E resent the statement that 

lawyers connected with trust 
institutions have not a high regard 
for the ethics of their profession, that 
the corporate staff lawyer has in mind 
the interest of the corporate fiduciary 
rather than the testator, by suggest- 
ing provisions in instruments to the 
disadvantage of the testator and his 
family. We say that lawyers repre- 
senting trust institutions, many of 
whom have occupied high place in the 
administration of justice, hold as high 
a position in the regard of the public 
for integrity, honor, fair dealing, and 
for the ethics of the profession as any 
member of the bar. 

To claim that trust institutions are 
infallible in their judgments, that 
errors have not been made by them, 
is to accord to human beings at- 
tributes no one can possess; but I 
have never heard of a case in which a 
high court has found against a fidu- 
ciary on the ground that the attorney 
representing a corporate fiduciary in 
the preparation of a will or trust was 
guilty of overreaching a testator or 
trustor to his disadvantage. 
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We know that a will or trust is re- 
vocable during the maker’s life and if 
he feels that he has been misled he 
can: cancel the instrument. The 
widow also has her remedy in case of 
dissatisfaction. Nevertheless a widow 
rarely renounces the provision in a 
will for her benefit, which would be 
otherwise if she were of the opinion 
that taking under the statutes would 
benefit herself and her children. 

Codes of ethics have been adopted 
by corporate fiduciaries and an 
earnest effort made to cooperate with 
the bar, but in many cases after an 
agreement has been reached in re- 
gard to practices some lawyers start 
agitation for more concessions, and 
then more, until it has reached a point 
where it seems the only agreement that 
will satisfy many members of the bar, 
is the surrender of our charters. In 
several states in which it seemed that 
an amicable understanding had been 
reached, there have been proposed re- 
strictions more drastic than the major 
requirements in states without agree- 
ments. 

Of course, there will be the cor- 
porate fiduciary which must be kept 
within bounds, whose advertising and 
practices are subject to criticism— 
just as there is the lawyer who fla- 
grantly oversteps the rules of good 
conduct. Neither association should 
be indicted as a whole for the derelic- 
tion of individuals. 


Both Serve the Public 


FTER all, the reason for the exist- 
ence of the lawyer and the trust 
institution is to serve the people; they 
are entitled to and will be heard and 
be permitted to decide whether a cor- 
porate fiduciary is rendering a real 
service to the community, economical- 
ly, efficiently and safely. 

The corporate fiduciaries should at 
once take action to secure from the 
legislatures of their states, enact- 
ments specifically defining the prac- 
tice of law, so that the field of legal 
endeavor be limited to its proper 
sphere, and in those states permitting 
such action the controversy be carried 
to the people through the initiative 
and adverse legislation opposed 
through the referendum, so that our 
powers may be defined. 

It is with a deep sense of responsi- 
bility that we acknowledge that the 
corporate fiduciaries owe a duty to the 
public to guide the inexperienced, to 
advise on financial matters, to act as 
a check on the improvident and to ap- 
proach problems affecting the family 
with firmness and understanding of 
human nature. In accepting these 
trusts we know that we stand on the 
threshold between present and future 
generations. 


Guaranty Trust Company 
of New York 


140 Broadway 


LONDON PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP 


Condensed Statement, September 30, 1931 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and due from 


Banks and Bankers. . 


U. S. Government Bonds and Certificates 


Public Securities Sari 
Stock of the Federal Reserve Bank 
Other Securities 

Loans and Bills Purchased. 

Real Estate Bonds and Mortgages. . 


Items in Transit with Foreign Branches 


Credits Granted on Acceptances. . 
Bank Buildings ..... 


Accrued Interest and Accounts Receivable 


$ 350,183,511.56 
333,449,818.01 
40,489,515.35 
7,800,000.00 
37,722,809.53 
831,796,256.10 
1,168,876.07 
9,642,504.34 
79,756,335.51 
14,611,731.29 
10,963,513.51 


$1,717,584,871.27 


LIABILITIES 


Capital 
Surplus Fund 
Undivided Profits 


$ 90,000,000.00 
. 170,000,000.00 


38,454,590.33 
$ 298,454,590.33 


Accrued Interest, Miscellaneous Accounts Payable, Reserve 


for Taxes, etc. 


Agreements to Repurchase Securities Sold. . 


Acceptances . 


Liability as Endorser on Acceptances and Foreign Bills 
$1,223,445,462.36 


Deposits 
Outstanding Checks 


8,688,206.35 
2,854,000.00 
79,756,335.51 
47,089,685.81 


57,296,590.91 1,280,742,053.27 


$1,717,584,871.27 


The Power to Tax Chain Stores 
(Continued from page 338) 


business, and producing as much or 
more income.” 

Reviewing the evidence, the 
minority declares that the advan- 
tages attributed to the chain store 
‘Jie not in the fact that it is one of a 
number of stores . . . but in the fact 
that it is one of the parts of a large 
business. In other words, the advan- 
tages relied upon arise from the aggre- 
gate size of the entire business, and 
not from the number of parts into 


which it is divided.” The classifica- 
tion depends, then, upon the fact that 
the business of one concern is carried 
on under many roofs, and the busi- 
ness of another under one roof only. 
“Reduced to this single detail of dif- 
ference, what fairly conceivable rea- 
son is there in the policies or objects 
of taxation which gives countenance 
to the requirement that the former 
shall make an annual contribution to 
the revenues of the state eighteen 
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The Horse—not the Harness 


It’s not the harness that pulls the wagon ... it’s 


the horse. It’s not the tanks and turbines that 


make a utility system ... it’s the Men. 


Thirty-three men who are the chief executives 


of the Associated System average 25 years in 


public utility experience; 283 major executives 


have been with the System an average of 16 years. 


This experienced personnel helps make the 


System’s long-range management policies effec- 


tive. During the past quarter century, these poli- 


cies with the aid of group control of operating 


properties, have extended System service to 


1,443,142 customers, and increased annual gross 
revenues to $111,341,940. 


To invest or for information, write 


ASSOCIATED GAS & 
ELECTRIC SYSTEM 
61 BROADWAY, NEW YORK 


hundred times as much as the latter? 
A classification comparable in prin- 
ciple would be to make the amount 
of an income tax depend upon the 
number of sources from which the in- 
come is derived, without regard to 
the character of the sources or the 
amount of the income itself.” 

This minority opinion makes it 
abundantly clear that considerably 
more is involved than merely the nar- 
row question of the constitutionality 
of a revenue act; so much so that a 
petition for a re-hearing is pending 
before the court. Meanwhile proce- 


dure is suspended under some of the 
other state laws, considerably more 
drastic in effect than the Indiana stat- 
ute: the South Carolina law» for ex- 
ample, which imposes a flat rate of $5 
per store up to a maximum of $150 
for each store over thirty. And even 
this is mild in comparison with some 
of the later proposals, which give spe- 
cial significance to Justice Suther- 
land’s comment in the Indiana case: 
“This court frequently has said, 
and it cannot be too often repeated 
in cases of this character, that the 
power to tax is the power to destroy; 
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and this constitutes a reason why that 
power, however moderately exercised 
in given instances, should be jealously 
confined to the limits set by the Con- 
stitution.” 

The real difficulty, of course, lies 
in the fact that in all this legisla- 
tion the raising of revenue is only in- 
cidental and subordinate to the main 
object, which is to penalize the ef- 
ficiency of the chains in price com- 
petition with the local independent 
merchants. The original title of the 
Kentucky law imposing a cumulative 
tax on gross sales was “An Act to re- 
strain the unfair competition of chain 
stores and in aid of individual mer- 
chants of the Commonwealth.” The 
secretary of the Kentucky Food Dis- 
tributors’ Association testified that 
the purpose and design of the law was 
to “wallop” the chains for the benefit 
of competitors. The same motive is 
apparent elsewhere, and undoubtedly 
was referred to in the Supreme 
Court’s disavowal of the function of 
considering the motives or criticizing 
the public policy which prompted the 
legislation. The question of the con- 
stitutionality of the Kentucky law is 
pending before the Supreme Court on 
appeal, however, and in view of the 
record there may be some question as 
to whether the court can maintain 
that attitude. 

But whatever the courts ultimately 
do with abstract questions of consti- 
tutionality, there is considerable prob- 
ability that this widespread effort to 
tax the chains may result in bringing 
to an issue the long drawn out con- 
troversy over mass distribution, by 
forcing the chains to a public defense 
of their economic position. Hitherto 
they have followed the policy in gen- 
eral of ignoring the agitation so far 
as meeting the arguments of the op- 
position is concerned, and relying 
principally upon the objective appeal 
of lower prices as an economic dem- 
onstration. Some chains have gone 
much farther than this in dealing 
with specific situations, of course, but 
there has been no general effort to 
educate the public as to the advan- 
tages and economies of mass distribu- 
tion. 


Some Favor Campaign 


HAIN store sentiment is by no 

means unanimous as to the wis- 
dom of abandoning this policy now, 
but there is strong backing for a spe- 
cific plan for a nation-wide institu- 
tional advertising campaign to dem- 
onstrate the economic soundness of 
the chain store principle, and inci- 
dentally the absurdities and inequi- 
ties of the current tax theory. This 
plan, which is very comprehensive 
and has been worked out in consider- 
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able detail, has strong backing among 


members of the National Chain Store | 
Association, and also to some extent | 


among investment bankers interested 
particularly in chain store securities. 


On the other hand, there are as yet | 
important dissenters from the policy, | 


among them the largest and most 
prominent of the chains. These con- 


cerns feel that in view of the highly | 
emotional and sentimental factors in | 


the local opposition to the chains, an 
obvious, concerted attempt to sway 
public opinion might do more harm 
than good. They also feel that actual 
experience with the taxes will shortly 
demonstrate their futility with re- 
spect to the real object desired, while 
at the same time they place intolerable 
burdens upon small local businesses 
like that of the appellee in the Indi- 
ana case. The great nation-wide 
chains are relatively few in number, 
and will not be seriously handicapped 
by the tax in any particular state. 
On the other hand, there are multi- 
tudes of small local chains, which will 
find themselves obliged to pay heavy 
taxes on small volumes of business. 
So far as I can discover, there is 
no desire on the part of the chains 
for any exemption from their just 
share of state taxes. What they do 
object to is the discriminatory classi- 
fication. As Clark McKercher, gen- 
eral counsel of the association, puts 
it: “Article 1 of the Constitution of 
Indiana has this: ‘The General As- 
sembly shall not grant to any citizen 
or class of citizens privileges and im- 


munities which upon the same terms | 
shall not equally belong to all citi- | 


zens.’ That is all the chain store in- 
terests ask for, and they are inclined 
to demand it as an inalienable right.” 


The Account Must Pay 


(Continued from page 341) 


out on demand must be in such liquid 
shape that they will flow back in with 
sufficient rapidity to meet the public’s 
demands. The result is that a bank’s 
deposits must be invested in very, 
very liquid securities. 

The presence of the Federal reserve 
bank in our banking system greatly in- 
creases the the liquidity of the aver- 
age member bank because a large 
percentage of the loans which a com- 
mercial bank should make may be re- 
discounted with the Federal Reserve 
System. 

It is necessary for a banker to have 
a very keen sense of the type of in- 
vestments which can safely be made 
in his particular community. For in- 
stance, in this community loans to 
orchardists are on an entirely differ- 
ent basis from loans to cotton grow- 
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just as absurd! 


It is just as foolish to try to use a mop and pail for cleaning, or a weighted 


brush for polishing . . 


. as it is to depend upon a kerosene lamp for lighting. 


Electricity has brought countless benefits to business—and important among 
these is electric polishing and scrubbing. 
It is recognized that good light has tremendous influence upon workers— 


their application—their capacity—their morale. 
not only for its influence upon the work but for its effect upon 


portant... 
workers and patrons. 


Floor cleanliness is also im- 


The FINNELL Scrubber-Polisher assures clean floors at a saving over hand 
methods. The FINNELL SYSTEM offers you a selection from many models 


and sizes... 
to your needs. . 
inadequate. 


FINNELL- 
KOTE 


making possible many combinations. You get a system adapted 
. not so large as to be costly . . . 


nor so small as to be 


Have a Finnell expert make a survey of 
your floor area and condition and recommend 
the system best suited to your needs. Your 
request for this action will place you under 
no obligation. Write to Finnell System, Inc., 
2011 East St., Elkhart, Indiana. Factory 
branch offices in all principal cities. 

“Twenty-five years of service in the interest 
of clean floors.” 


WAXES AND POLISHES IN ONE OPERATION 


Finnell-Kote is a specially prepared wax of high 

solid-content. The Finnell-Kote dispenser melts 

it and flows it to the floor in a thin, thread-like 

stream to be distributed by the brushes, and— 

an instant later—brought to a uniformly beauti- 
ful, durable finish. 


FINNELL 


Est.1906 
ELECTRIC FLOOR MACHINE 


EIGHT SIZES—to suit every need. This is a 

medium-size FINNELL usable on any floor sur- 

face. Large enough for efficient work on large 

areas. Small enough for economical use in small 
hospitals. 


SCRUBS — WAXES — POLISHES — FINISHES 


ers or, in a timber country, to saw- 
mill men. 


Measured Service Charges 


OW can an account be made to 

pay its way? The man with a 
good, profitable account should not be 
penalized by those accounts which do 
not pay their own way, because it 
follows that the man who puts un- 
profitable deposits in the bank is de- 
tracting then from the ability of the 
bank to serve the depositor who has a 


profitable balance. As a result of 
this, we have the measured stop-loss 
or service charge. It is a_ well 
thought out and perfectly equitable 
charge, adopted by the banks to have 
the unprofitable accounts, be they 
large or small, pay their own way. 
In many cities and towns the rule 
now is that should an average balance 
drop below $100 a charge of fifty 
cents is made, which allows for the 
writing of ten checks. There is a 
charge of four: cents each for all 
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CITIZENS 


NATIONAL TRUST & SAVINGS BANK 
of Los ANGELES 


Statement of Condition 
at close of business September 29, 1931 


Loans and Discounts . 
Federal Reserve Bank Stock 


Stock in Commercial Fireproof ae, Co— 


Head Office Building . 


Bank Premises, Furniture and Fixtures, ; and 
Safe Deposit Vaults (Including Branches) . 


Other Real Estate Owned . 


Customers’ Liability under Letters of Credit 


and Acceptances 


Redemption Fund with U. S. Treasurer 


Other Resources 
CasH AND EXCHANGE 
U. S. Govt. Bonps and 
TREASURY CERTIFICATES 
County, MuNICcIPAL 
and OTHER Bonps 


$22,511,138.47 
9,795,198.42 
12,549,672.67 44,856,009.56 


. $66,946,105.41 
420,000.00 


383,825.00 


1,639,985.09 
1,667,190.74 


2,081,433.76 
37,500.00 
681,176.66 


LIABILITIES 


Capital Stock . . 
Surplus . . 
Undivided Profits 


Dividend Payable October 1, 1931 
Reserved for Taxes, Interest, Ete. . 


Discount Collected—Unearned 
Circulation 


$5,000,000.00 
9,000,000.00 
1,927,327.40 
250,000.00 
474,094.06 

62,043.05 
750,000.00 


Letters of Credit and Liability 2 as Acceptor 


or Endorser on Acceptances and Foreign Bills 


Other Liabilities 
DEPOSITS .. 


2,171,211.79 
50,266.25 


118,713,226.22 


e 


Assets of the Citizens National Company, owned by the stockholders of the 
Citizens National Trust and Savings Bank, not included in above statement. 


The CITIZENS solicits the accounts of banks, corporations, and 
individuals. For over forty years it has served Los Angeles. Its rep- 
utation and strength are based on conservative management, sound 
banking practice, ample capital. It maintains the spirit of ready 
service which has always been characteristic of the CITIZENS. 


checks over the ten. An account with 
a balance of, say, $500 will be allowed 
to draw fifty checks during the month 
without extra charge. If 100 checks 
per month were drawn there would be 
an over-check of fifty checks, and a 
stop-loss charge of fifty times four, 
or $2 would be made. The possible 
income from $10 for a month pays for 
one check, so the rule permits one 
check for each $10 average, and calls 
for a charge of four cents for the 
over-checks. 

Our analyses show some interesting 
things. One of our larger accounts 


showed a net profit of $33.12, with a 
turnover of $850,000, and an average 
balance of $5,000. The explanation is 
that a large proportion of that firm’s 
deposits contained checks drawn on 
distant points, and the float elimi- 
nated all chance for a normal profit. 
Incidentally, $33.12 is not a proper 
profit for handling that amount of 
business because the mispayment of 
a $50 check out of the several thou- 
sand drawn would have netted a loss 
on that business. 

I think it follows that when the cost 
of acquiring money to loan exceeds 
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the possible income therefrom, some- 
thing must be done to provide an in- 
come which will enable the bank to 
give the proper service to its com- 
munity. 

One might ask if the large account 
mentioned did not borrow money and 
pay interest for it during the year. 
It did, but an analysis shows that the 
total average gross income from in- 
terest is 5 per cent on invested funds, 
and in arriving at the $33.12 the bor- 
rowings of that firm were taken into 
consideration with all the other bor- 
rowers in the bank. It is a reservoir 
of credit that is provided by the de- 
posits, and the cost of keeping the 
reservoir full—that is, servicing the 
accounts—cannot be allowed to exceed 
the possible income from the use of 
the credit. 


Banks Should Know 


T is true that no good business man 

wants something for nothing. We 
bankers do not expect something for 
nothing. If certain accounts in the 
bank are unprofitable and the bank 
does not know it, that is just too bad 
and the bank loses. But if the bank 
does know that certain accounts are 
unprofitable and does not do anything 
about it, that bank is to be criticized. 
Why should depositors who maintain 
accounts that pay their own way make 
up for the loss on those which do not? 
Good accounts deserve the very high- 
est degree of safety and service, and 
that is only found in banks which are 
profitable. 

Good banking is essential to the 
economic welfare of every community, 
and the cost of good banking service 
should not be shouldered by the few 
who happen to have good, profitable 
bank accounts, but should be spread 
over the whole community that uses 
that banking service. This measured 
service charge is the answer. Meas- 
ured service charges are not penalty 
charges against the small accounts. 
They are an attempt to arrive at an 
equitable charge for services rendered 
to all accounts. 

I have tried to understand why it 
is that some banks attract depositors 
and some do not; why some have the 
confidence of the community and 
others do not. I think the answer 
would be difficult to state, but I be- 
lieve it is comparable, for instance, to 
the position of doctors in a commu- 
nity. One may build up a large prac- 
tice and another may not. The suc- 
cessful one combines ability and per- 
sonality to a degree which begets con- 
fidence, while the other does not. Why 
is it that some lawyers attract a large 
clientele and others do not? There, 
too, it is a combination of skill and 
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decorum which begets the confidence 
of worthwhile clients, and the latter 
are his best business getters. 

That is the way it is with a bank. 
The conduct of a bank is being 
watched by the public continuously, 
and quality accounts, properly served, 
naturally draw other quality accounts. 
There is just one answer, and that is 
that good management is the prime 
essential for sound banking. It has 
been properly said that sound bank 
management should include these 
three things: Technical confidence, 
economic understanding, and consci- 
entious responsibility. 

Net profits of all the Federal re- 
serve member banks in the United 
States last year were only 4.56 per 
cent on their capital surplus and un- 
divided profits. Obviously these stop- 
loss charges and other innovations are 
necessary in order for a bank to con- 
tinue to serve efficiently and keep 
itself as safe and sound as a commu- 
nity wants its bank to be. 


Condition of Business 
(Continued from page 346) 


improvement as compared with the 
corresponding quarter of 1930: 


Industrial Corporation Net Profits 
(In Thousands of Dollars) 
Third Quarter 
1930 931 
Amer. Hide & Leather Co..$27 
Amer. Zinc, Ld. & Sm. Co.. 29* 
Archer-Daniels-Midland(a) 216 


Auburn Automobile Co,(a).179 
Barker Brothers Corp 


Bendix Aviation Corp 87 
Blumenthal (Sidney) & Co. 142* 
Bush Terminal Co 366 
Century Ribbon Mills 

Certain-teed Prod. Corp..D-419 


Childs Co. 

Chrysler Corp. 

City Ice & Fuel Co 
Collins & Aikman (a).. 
Commercial Credit Co 


Consol. Laundries Corp. ...151 
Crosley Radio Corp D-300 
Davenport Hosiery Mills... 47 
du Pont (E. I., & Co.). 13, 033 
General Cigar Co. 840 


Hazel-Atlas Glass Co 529 
Household Finance Corp. 1,069 
Inter. Bus. Mach. Corp. ..1,820 
Kendall Co. D 
Lindsay Light Co. 


Monsanto Chemical Works.174 
Mullins Mfg. Co. ........ D-25 
Nash Motors Co. (a) 

National Air Transport.. 
National Tile Co. 


Perfect Circle Co. ........ 160 

Reliance Mfg. Co. ....... D-67 

Telautograph Corp. 

Unit. Carr Fastener Corp.. 

Ward Baking Corp. ....... 626 
D—Deficit. *—Before certain charges. 

a—Quarter ended Aug. 31. 
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Bankers 


Can Approve 


Tradition makes the banker the logical investment adviser. 
He endeavors to be conversant with securities upon which 
he may be called to pass judgment. None is more worthy 
of approval than 


INDEPENDENCE 
TRUST SHARES 


This most widely diversified of all fixed trusts is repre- 
sentative of the fastest growing divisions of American 
business. The portfolio contains common stocks of 50 
leading corporations, banks and insurance companies. 


The functions of the Trustee, The Pennsylvania Company for insur- 
ances on Lives and Granting Annuities, of Philadelphia, include custo- 
dianship of the deposited property, collection of dividends, liquidation 
of property required to be sold under the Trust Agreement, the redemp- 
tion and conversion of Trust Shares and the making of distributions to 
shareholders. The Trust Agreement contains no provision for the volun- 
tary resignation of the Trustee, nor forthe voluntary termination of the 
Trust by either Trustee or Depositor. Permanency of trusteeship assured. 


These noteworthy advantages make Independence Trust Shares 
inherently fair to the investor, hence worthy of banking endorsement: 


(1) Diversification in nearly every major field of business; 
(2) Full reinvestment privilege provides rapid capital 
accumulation; (3) Continuous dividend paying record for 
the portfolio stocks averaging 26 years; (4) Elimination of any 
stock whenever its investment merit is seriously jeopard- 
ized; (5) Ready marketability of deposited securities, afford- 
ing liquidity of Trust Shares; (6) Selling and administra- 
tion cost will not exceed 14 of 1% perannum for life of Trust. 


Independence Trust Shares conform to principles of conservatism which 
characterize sound investment banking as well as commercial banking. 


Circular upon request 


Independence Shares Corporation, 1608 Walnut St., Phila., Pa. 


Numerous companies that have 
been operating at a deficit have 
shown a better control over their costs 
and have been able to reduce sub- 
stantially their losses as compared 
with a year ago, as may be seen from 
the following partial list of the reports 
that have recently been published: 


Industrial Corporation Deficits 
(In Thousands of Dollars) 
Third Quarter 
1930 1931 
Aviation Corporation .....$786 $188 
Clark Equipment Co 86 36 


Third Quarter 
1930 1931 

Colonial Beacon Oil Co..... 260 

Eastern Rolling Mill Co.... 

Gould Coupler Co. 

Hudson Motor Car Co.. 

Indian Motocycle Co. 

International Silver Co.... 

Thompson Products, Inc.... 

Warner-Quinlan Co. 


It may be said that some of the 
above cases are exceptional, and are 
found mostly in lines that have not 
suffered such a drastic falling off in 
volume as have the heavy manufac- 
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977 
84 
276 
243 
421 
33 
4 
..D-916 1,519 
...2,516 3,968 
.D-189 182 
797 
156 
84 
99 
844 
1,064 
1,134 
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61 
39 
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248 
26 
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Acceptance Financing 


The International Acceptance Bank offers complete and 
specialized service in the financing of foreign trade. 
This service includes the handling of commercial letters, 
acceptances, collections, securities, bullion, and foreign 
exchange. The world-wide banking connections of this 
institution enable it to facilitate these operations, as 


well as to supply clients with valuable credit information. 


INTERNATIONAL 
ACCEPTANCE Bank, INC. 


A UNIT OF THE MANHATTAN COMPANY 


| THIRTY-ONE PINE STREET »- NEW YORK 


YOUR 
TELEPHONE— 


could well serve—each time you 
use it—as a reminder of Stew- 
art-Warner stability! 


For die-cast parts used in the 
construction of telephones, as 
well as in a countless number of 
other household appliances, 
cookery ware, automobile ac- 
cessories, and _ miscellaneous 
items, are made at the rate of 
hundreds of thousands a day, by 
the Stewart Die-Casting Cor- 
poration. 


And the Stewart Die-Casting 
Corporation is a subsidiary of 
Stewart-Warner—one of four 
equally outstanding subsidiaries, 
each a leader in its field. 


Copy of latest financial report 
and list of products manufac- 
tured will be mailed to any ad- 
dress upon application. 


STEWART-WARNER 
CORPORATION 


1826 Diversey Parkway Chicago 
and subsidiaries 
Stewart-Warner-Alemite Corp’n 
of Canada, Ltd. 

The Alemite Corp’n 
The Bassick Co. 

The Stewart Die Casting Corp’n 


i 


turing and mining industries, yet 
they show what can probably be done 
by a much greater number of concerns 
which have the advantage of lower 
prices for raw material purchases and 
attack the problem of cost reduction 
in the right manner. 

Doubtless many concerns have de- 


layed a downward readjustment of 
costs in the hope that a revival in 
general business would make such a 
move unnecessary, but whenever the 
recovery does come the manufacturers 
and distributors who have lowered 
costs will be in a position to profit 
correspondingly more than those 
whose costs have remained at a high 
level. 


Hard to Cut Cost 


T is much easier to increase operat- 

ing expenses when sales are ex- 
panding than to reduce expenses when 
sales are contracting, and during the 
past two years there has been the 
added difficulty of declining commodity 
prices, which necessitated inventory 
write-offs that cut into, and in many 
cases wiped out operating profits. 
Moreover, a curtailment of activity 
tends to reduce the efficiency of plant 
and machinery and to cause the re- 
latively fixed overhead expense to be 
distributed over fewer units of out- 
put. 

There has been extreme reluctance 
to reduce the scales of wages paid, one 
of the major items in costs, except as a 
last resort, after effecting every pos- 
sible economy in other directions, and 
reducing or entirely omitting divi- 
dends paid to shareholders. 

Nevertheless, the keeping of indus- 
trial methods, operating schedules and 
costs adjusted to constantly changing 
conditions is one of the major in- 
fluences in maintaining equilibrium 
and normal relationships among the 
different industries and trades that 
make up our complex economic organi- 
zation. 

The world always wants new goods, 


better goods, cheaper goods. The 
drastic reduction in costs made this 
year in the face of decreased volumes 
and declining commodity prices by 
leading American corporations is most 
impressive and points the only sure 
way back to sound and profitable con- 
ditions. Once costs have been brought 
under control and prices stabilized, 
any increase in volume may be ex- 
pected to bring about a much more 
than proportional rise in profits, be- 
cause of the relatively narrow margin 
on which practically every industry 
operates. 

When the present depression is 
looked back upon as history, it may be 
recognized that the progress which the 
leading industrial and merchandising 
companies have been making, in a quiet 
and businesslike way, has done more 
to readjust conditions to normal than 
all of the committees and surveys and 
campaigns undertaken in the past two 
years, most of which have been in the 
nature of artificial rather than natural 
stimulation and have been based on 
urging the public to purchase goods 
for the purpose of “restoring pros- 
perity” rather than for real values, the 
basis upon which human nature has 
always acted in the past. 


New Books 


THE ETHICAL PROBLEMS OF 
MODERN FINANCE. Lectures 
Delivered in 1929 on the William 
A. Vawter Foundation on Business 
Ethics, Northwestern University 
School of Commerce. Published by 
the Ronald Press Company, New 
York. 


THE FEDERAL FUND MARKET. 
By Bernice C. Turner. Published 
by Prentice-Hall, Inc., New York. 


EXCHANGE, PRICES, AND PRO- 
DUCTION IN HYPER-INFLA- 
TION: GERMANY, 1920-1923. By 
Frank D. Graham. Published by 
Princeton University Press, Prince- 
ton, N. J. 


STOCK WATERING. By David L. 
Dodd. Published by Columbia Uni- 
versity Press, New York. 


SELLING YOURSELF. By Edward 
F. Dalton. Published by the Ripton 
Company, New York. 


ECONOMIC RHYTHM. By Ernst 
Wagemann. Published by McGraw- 
Hill Book Company, Inc., New York. 


AN ECONOMIC HISTORY OF AUS- 
TRALIA. By Edward Shann. 
Published by Cambridge University 
Press, London. American Agents, 
the Macmillan Company, New York. 


= — 
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Credit Pool Opens 


ORTIMER N. BUCKNER, presi- 
dent of the National Credit Cor- 
poration, announced the formal open- 
ing on November 7 of the organiza- 
tion’s facilities for lending to banks 
on sound collateral not eligible for re- 
discount at the Federal reserve banks. 
It is planned to make an initial call 
for 10 per cent of the subscriptions. 
These funds, said Mr. Buckner, would 
be deposited in the Federal reserve 
bank of the district from which they 
were received, but the funds would be | 
used wherever needed, and not ex- 
clusively in the district supplying 
them. | 
A statement by Mr. Buckner said: 
“A meeting of the executive com- 
mittee of the National Credit Corpo- 
ration was held on Friday, November 
6, 1931, at 33 Liberty Street, New | 
York. There were present George M. 
Reynolds of Chicago, chairman of the 
board; Mortimer N. Buckner of New 
York, president of the corporation; 
Daniel G. Wing of Boston; Livingston 


for the transaction of 
description. 
Aquitania” 


MIDLAND BANK 


A Complete Banking Service 
The Midland Bank offers exceptional facilities 


It has offices in the Atlantic Liners 

“ Berengaria” 
and with affiliated banks operates over 2550 
branches in Great Britain and Northern Ireland. 


The offices in Poultry and at 196 Piccadilly are 
specially equipped for the use of American visitors. 


Head Office: POULTRY, LONDON, E.C.2 
Overseas Branch: 122 OLD BROAD STREET, LONDON, E.C.2 


TOTAL RESOURCES EXCEED $2,000,000,000 


ing business of every 


Mauretania” 


E. Jones of Philadelphia; and Arthur 
E. Braun of Pittsburgh. 

“Reports from Directors of the va- 
rious Federal reserve districts were 
submitted and indicated that over 
$400,000,000 of subscriptions to gold 
notes of the corporation are already 
assured from the banks throughout 
the country. Returns that are com- 
ing in daily from many of the banks 
that have not heretofore been defi- 
nitely heard from are not taken into 
account in the foregoing figure. The 
amount already subscribed and the 


endorsement of the plan throughout 
the country satisfy the committee that 
the original estimate of $500,000,000 
will be exceeded. The committee ac- 
cordingly has instructed the officers 
of the corporation in their discretion, 
to issue an initial call for 10 per cent 
of subscriptions to the notes as soon 
as any applications for loans from 
banks in fully organized associations 


are filled.” 


Statement of Ownership 


{STATEMENT OF THE OWNERSHIP, MANAGEMENT, CIRCULATION, ETc., REQUIRED BY THE ACT OF 
CONGRESS OF AUGUST 24, 1912, of AMERICAN BANKERS ASSOCIATION JOURNAL, published 
monthly at New York, N. Y., for Oct. 1, 1931. on 

{State of New York, county of New York, ss. Before me, a Notary Public in and for the 
State and county aforesaid, personally appeared James E. Clark, who having been duly 
sworn according to law, deposes and says that he is the editor of the AMERICAN BANKERS 
ASSOCIATION JOURNAL and that the following is, to the best of his knowledge and belief, a 
true statement of the ownership, management (and if a daily paper the circulation), etc., 
of the aforesaid publication for the date shown in the above caption, required by the Act 
of Aug. 24, 1912, embodied in section 411, Postal Laws and Regulations, printed on the 
reverse of this form, to wit: 

71. That the names and addresses of the publisher, editor, managing editor, and business 
managers are: Publisher, F. N. Shepherd, 22 East 40th Street, New York, N. Y.; editor, 
James E. Clark, 22 East 40th Street, New York, N. Y.; managing editor, none; business 
manager, James E. Clark, 22 East 40th Street, New York, N. Y. 

12. That the owner is: (If owned by a corporation, its name and address must be stated 
and also immediately thereunder the names and addresses of stockholders owning or holding 
one per cent or more of total amount of stock. If not owned by a corporation, the names 
and addresses of the individual owners must be given. If owned by a firm, company, or 
other unincorporated concern, its name and address, as well as those of each individual mem- 
ber, must be given.) The American Bankers Association, 22 East 40th Street, New York, 
N. Y. (A voluntary unincorporated association of banks; Harry J. Haas, First National 
Bank, Philadelphia, Pa., president, and F. N. Shepherd, 22 East 40th Street, New York, N. Y., 
executive manager.) 
93. That the known bondholders, mortgagees, and other security holders owning or holding 
one per cent or more of total amount of bonds, mortgages, or other securities are: none. 
44. That the two paragraphs next above, giving the names of the owners, stockholders, and 
security holders, if any, contain not only the list of stockholders and security holders as 


th appear upon the books of the company but also, in cases where the stockholder or 
as trustee or in any other fiduciary 


security holder appears upon the books of the company y 
f the person or corporation for whom such trustee is acting, is given; 


relation, the name o 


1 hat the said two paragraphs contain statements embracing affi , 
Famerances and conditions under which stockholders and security 


and belief as to the circ 


ear upon the books of the company as trustees, 
that of a bona fide owner; and this affiant has no reason 


or corporation has any interest direct or indirect 


securities in a capacity other t it 0 
to believe that any other person, association, 


ant’s full knowledge 


hold stock and 


in the said stock, bonds, or other securities than as so stated by him. 


{5. That the average number of 
through the mails or otherwise, 
date shown above is.—(This inform 


copies of each issue of this publication sold or distributed, 
to paid subscribers during the six months preceding the 
ation is required from daily publications only.) 


S E. CLARK, 


Al 


Editor and Business Manager. 


qSworn to and subscribed before me this 16th day of September, 1931. 


{Elizabeth Rautanen, Notar 
2R45A ; Bronx Co. Clk’s No. 4 
{(Appointment expires March 30, 1932.) 


y Public, Bronx County, New York Co. Clk’s No. 1078, Reg. No. 
229, Reg. No. 3234B. 


YEO ROTARY 


SERVICE 
RECORD 


When You Install 


a Yeo Rotary Night 
Depository you can 
offer a 24-hour deposit 
service with a Service 
Record. 


Let us explain why 


The Bank Vault Inspection Co. 
5 South 18th Street 
PHILADELPHIA 


THE ORIGINAL 


ABA-11-31 


Group Banking and Your Directors 
Every one of your directors is in- 


terested both for himself and his bank 


in better banking profits. The JourNAL 
supplies the facts. Let us tell you— 
en our Director subscription 
plan. 


— 
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ARE YOU 
SATISFIED 


with your 


Office Building 
Returns? 


Do you need more tenants? 


Are you interested in lower 
operating costs? 


HY not get in touch 
with a Building Man- 
agement organization that 
has a proven record of ac- 
complishing such results. 
We will give you an in- 
dividual program, designed 
to meet the especial needs 
of your building; and this 
offer applies to any city 
from Chicago to the At- 
lantic Coast . . . any build- 
ing of 100,000 or more 
square feet in size. 
Address your reply to Box BM, 


in care of A.B.A. Journal. 
* 
A box number is used for reply because 


the very nature of our business relations 
pee clients is always on a_ confidential 
is. 


but—what the 


SIGNATURE? 


IGGLNS’ Eternal Black Writing Ink > essential to 
safe banking and business pract 
Writes black and stays black—-affording” utmost pro- 
tection against alteration, forging or eradicators. Age- 
proof, moisture-proof and light-proof. Widely favored 
for writing, figures and signatures on records and docu- 


BLACK - NEVER FADES - PROOF AGAINST CHEMICALS 


For Steel Pens & Fountain Pens 


M. inc., 271 Ninth St., B’kiyn, N. Y. 


Makers of Higgins’ American Drawing Inks, 
Writing Inks and Adhesives for Half a Century. 


Padua Protects Banks 
Patents Protect Padua 


JITH Padua Hold-Up protection you serve 

effective notice on hold-up gangs. You avoid 
trouble because they know Padua cannot be beaten. 
Padua Foot Units are protected by patents. Let 
us tell you how you can use them with your 
present equipment. 


Lift of foot sets off alarm No false alarm via the broom 


PADUA Hold-Up Alarm Corporation 
82 Seneca Street Cohoes, N. Y. 
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Association Activities 


National Credit Corporation 


ANKS throughout the country 

have responded to the call of 
Harry J. Haas, President of the 
American Bankers Association, urg- 
ing them to support the National 
Credit Corporation by subscribing 
their full quotas to its notes. The 
work of organizing the corporation is 
proceeding rapidly in each Federal Re- 
serve District and through national 
credit associations comprising smaller 
areas within each district. 

“With the completion of the work- 
ing plan of the National Credit Corpo- 
ration,” said Mr. Haas, “it is now in- 
cumbent upon every bank in the na- 
tion to give the plan its active sup- 
port. This is essentially a cooperative 
undertaking, whereby the banks 
throughout the country may be en- 
abled to mobilize their resources and 
utilize them more effectively. The 
first step to this end is for all banks 
everywhere to respond at once to the 
corporation’s request and subscribe 
for their full quotas of its gold notes. 

“It is especially important that all 
of the banks participate actively and 
whole-heartedly in this plan, so that 
the entire banking system of the coun- 
try will be united in this very con- 
structive effort to increase the effec- 
tiveness of the financial services of 
the individual banks to their respec- 
tive communities. The corporation’s 
plan of organization and procedure 
has been so devised that the additional 
credit facilities which it will provide 
will meet the constructive require- 
ments of the rural districts as well 
as those of the cities. The plan will 
marshal the banking resources of 
the country by creating a national in- 
stitution of a billion dollars to be 
loaned when necessary to banks which 
have assets in their portfolios that 
are thoroughly sound but are not elig- 
ible for loans at Federal reserve banks. 


HE National Credit Corporation 

definitely puts into practical ef- 
fect the central point in President 
Hoover’s plan for renewing the com- 
mercial and industrial activity of the 
nation as proposed in his statement to 
the public of October 7. It repre- 
sents, therefore, an instrumentality 
that should have a far-reaching effect 
in restoring the confidence of the pub- 
lic. There is no citizen in the United 
States but will benefit in every prac- 
tical way from the results of the op- 
eration of this forward-looking plan 
of cooperation, which may be regarded 
as one of the most constructive steps 
that has been taken in this country 
toward the revival of sound business. 


“The plan not only has been form- 
ulated by the country’s leading bank- 
ing authorities, but also will be car- 
ried out locally as well as nationally 
by banking representatives who have 
given their time and thought to this 
undertaking as a real public service. 

“The American Bankers Association 
Convention was in session at the time 
the plan was proposed, and unanimous- 
ly endorsed it in principle. I have ex- 
amined the detailed formulation of 
the working plans as developed by the 
incessant labors of some of the na- 
tion’s leading bankers, who have 
undertaken to put it into practical 
operation in single-minded devotion 
to the national welfare, and I am 
able to say without reservation that 
the National Credit Corporation as set 
up by them constitutes a practical, 
sound and efficient means for carrying 
out President Hoover’s proposal.” 


Pacific Trust Meeting 


N unusually large attendance fea- 

tured the Ninth Regional Trust 
Conference of the Pacific Coast and 
Rocky Mountain States, held at San 
Francisco, Cal., October 21, 22 and 
23, under the auspices of the Trust 
Division of the American Bankers 
Association. More than 250 delegates 
were registered from the eleven states 
in the conference area. An especially 
high quality of addresses, together 
with extensive discussion, made the 
conference noteworthy both for the 
wide range of topics covered and for 
the intensive consideration given to 
many of the new problems confront- 
ing the trust business, not only on 
the Pacific Coast but throughout the 
country generally. 

Thomas C. Hennings, President of 
the Trust Division, was the speaker 
at the banquet held in conjunction 
with the conference. R. M. Sims, Vice- 
President of the Trust Division and 
vice-president of the American Trust 
Company of San Francisco, was gen- 
eral chairman of the conference. 


Southern Management 


HE program of the Second South- 

ern Bank Management Conference 
at Nashville, Tenn., Nov. 5 and 6, was 
one of unusual scope. Under the gen- 
eral heading of administration and 
management speakers discussed essen- 
tials of sound management, analyses 
and operating costs, reserves, per- 
sonnel and accounting safeguards and 
the responsibilities of directors. Under 
the subject: loans and investment poli- 
cies, individual addresses were devoted 
to loan management, collateral loans 
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and commercial paper, real estate loans 
and agricultural paper and secondary 
reserves. The general topic of profit 
producing policies yielded valuable 
studies of new sources in- 
come, compensating balances, service 
charges, elimination of float loss, in- 
terest on deposits and other sub- 
jects. The final session was devoted 
to a discussion of means of accom- 
plishing the various proposals ad- 
vanced at the meeting. Under this 
heading speakers talked on the neces- 
sity for cooperation, clearinghouses, 
exchange of credit information, better 
public understanding and_ related 
topics. 


Facts on Savings 


WO recent publications by the 

Savings Division are the annual 
report on School Savings Banking as 
of June 30, 1931, and Savings Deposits 
and Depositors in Banks and Trust 
Companies of the United States as of 
June 30, 1931. These booklets are 
free on request by members for one 
copy; additional copies, 25 cents each. 


Convention Calendar 
DATE STATE 
1932 ASSOCIATION 

May 10-12 
May 19-20 


PLACE 
Austin 
Indiana Indianapolis 
May 238-25 Illinois Springfield 
June 1-3 South Dakota Watertown 


AMERICAN BANKERS ASSOCIATION 
MEETINGS 


Texas 


1932 
June 6-10 A.I. B. Convention, 
Los Angeles, Cal. 
Feb. 16-18 Thirteenth Mid-Winter 
Trust Division Confer- 


ence New York, N. Y. 


New Books 


AMERICAN FOREIGN TRADE IN 
1931. Published by the National 
Foreign Trade Council, New York 
City. 490 pages. 

This is an official report of the 18th 
National Foreign Trade Convention 
held at New York in May. It contains 
the addresses of the general sessions, 
discussions and speeches before vari- 
ous group sessions. The subject mat- 
ter covers authoritatively every im- 
portant phase of export trade, tariff 
questions, acceptances, letters of cre- 
dit, shipping and specific problems re- 
lating to machinery, drugs and chem- 
icals, paper and pulp, specialities, 
aeronautics, foodstuffs and textiles. 


THE FRENCH DEFAULT! By Hor- 
ace B. Samuel. Published by Effng- 
ham Wilson, London, E. C. 2. 
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OUR OFFERING LIST WILL BE MAILED REGULARLY UPON REQUEST 


G MAC obligations 


enjoy the protective background of highly liquid assets, with 
- credit factors widely diversified in region and enterprise. Long 
regarded as a national standard for short term investment, they 
have been purchased by individuals, institutions and 
thousands of banks the country over. 


available in convenient maturities and 
denominations at current discount rates 


GENERAL MoTors 
ACCEPTANCE CORPORATION 


OFFICES 
Executive Office 
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Wellington 


and Company 


ACCOUNTANTS and AUDITORS 
MANAGEMENT ENGINEERS 


10 East 40TH StrEET, New YORK 


CLEVELAND SYRACUSE SPRINGFIELD 
KANSASCITY SAN FRANCISCO 
BOSTON PHILADELPHIA CHICAGO 


YEAR BOOK. Financial Advertisers 
Association, 1930-1931. Published 
and copyrighted by the Financial 
Advertisers Association, Chicago. 
383 pages including index to all 
year books since 1923. 

This volume contains a complete 
report on the Sixteenth Annual Con- 
vention held in Boston, September 14 
to 17. Thirty-seven addresses and 
seventeen brief luncheon talks are 
included, and the subject matter cov- 
ers every question of importance in 
the field of financial advertising. 


PRACTICAL STOCK MARKET 
FORECASTING. By William Dun- 
nigan. Published by Financial Pub- 
lishing Company, New York. 


THE LAW OF COOPERATIVE 
MARKETING ASSOCIATIONS. 
By John Hanna. Published by the 
Ronald Press Company, New York. 
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New Series 


CORPORATE 
TRUST SHARES 


Write us for full details 
regarding the new series 
of Corporate Trust 
Shares. Also special 
offer for conversion of 
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series. 


Bond Co. 


Incorporated 1910 
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BUSINESS ADRIFT. By Wallace 
Brett Donham. Published by Mc- 
Graw-Hill Book Company, Inc., New 
York. 


TRADE ASSOCIATIONS. By Joseph 
Henry Foth. Published by the 
Ronald Press Company, New York. 
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OWSER was a cute pup. 

He used to race around the 
house yipping cheerfully. He 
gobbled great meals three times 
a day—and then lay down and 
dreamed of what worlds he’d 
conquer when he grew up and 
developed a good A No. | bark. 

One fine fall day somebody 
gave him a bone. 

As he was running around 
the yard looking for a good 
place to sit down and try out his 
new molars, one of his canine 
friends down the street sidled up 
to him and said, “Listen, Towse, 
there’s a depression on. Maybe 
you won’t get another bone right 
away, and if I were you I’d just 
bury that until I was sure I’d 
get another one.” 

That seemed like good advice 
to Towser, so he promptly 
picked out a spot and dug in. 
Way down deep he hid it and 
then sat down to keep watch for 
fear some hungry hound had 
seen him. 

Days passed and he still per- 
sisted in keeping watch. He 
didn’t eat. He grew thin, and 
eventually one morning he 
passed to Dog Heaven, or 
wherever good dogs go, and the 
bone still lies beneath the 


ground! 


‘LT OWSER 
a dippy dog 
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What’s the moral? 

Well, maybe we are a long 
time coming to the point, but 
it strikes us something like this: 
Many businesses are now debat- 
ing next year’s plans, and we’ve 


found not a few where the 
‘‘Powers-that-be” have decided 
the advertising appropriation 
may just as well be saved. They 
have decided to “bury it” until 
better times arrive. 


AIMERICAN 


(A) 


It seems to us it might be a 
good idea for these businesses to 
listen to their Advertising Man- 
agers—to give serious considera- 
tion to the plans presented by 
their advertising agencies— to 
see if during 1932 a carefully 
spent advertising appropriation 
will not provide the nourish- 
ment to strengthen sales. 

Think this over with regard 
to the businesses in which you 
are interested. From the small- 
est to the largest, these busi- 
nesses and their advertising ap- 
propriations deserve the most 
serious consideration on your 
part this Fall. 

And of course if you want 
the benefit of our investigations 
and experience we will be glad 
to give them to you, for the 
JOURNAL with its thousands of 
banker contacts and relation- 
ships has valuable information 
right now for many a business. 


BANKERS 


Association 


JOURNAL 
22 East 40th Street, New York 


ALDEN B. BAXTER, Advertising Manager 


H. Kenyon Pope, 230 N. Michigan Ave., Chicago 


When writing to advertisers please mention the American Bankers Association Journal 


R. J. Bircu & Co., San Francisco and Los Angeles 
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Why Governments 
Default 


(Continued from page £37) 


of interest agreed upon. 

Delay in payment of principal. 

Forced conversion of loans. 

Reduction in principal amount of loans. 

Payment of “gold” loans in depreci- 
ated currency. 

Reduction in the amount of sinking 
fund payments. 


Suspension of sinking fund. 


Reduction of both interest and sinking 
fund. 


Repudiation of both interest and prin- 
cipal. 


The accompanying table presents 
salient statistics regarding defaulted 
government, state and municipal 
bonds, external as well as internal. 
It shows that statistics pertaining to 
national defaults are somewhat less 
discouraging than would appear to be 
the case at first glance. 

To guard against the occurrence of 
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governmental defaults is well nigh 
impossible. Conditions obtaining in 
the country at the time of borrowing 
may be thoroughly sound, yet there is 
no assurance that the situation might 
not, in the course of time, so change 
as to make default practically inevi- 
table. Occasionally, however, the posi- 
tion of the borrowing nation at the 
time of borrowing is such as to render 
the outlook for continued payments 
not very promising, and it is loans of 
this type which should be kept out of 
the market. Such would doubtless be 
the case, if underwriters of loans ap- 
preciated more fully the serious con- 
sequences of governmental bank- 
ruptcy. 

Nothing tends to undermine more 
seriously business and finance among 
nations, than the collapse of their 
credit structure. The road which leads 
to default may be easy and smooth, 
but the road back out of the morass of 
repudiation and insolvency is hard 
and wearisome. 


Defaulted Internal and External Bonds of Governments, States and Municipalities 


Original 
Amount 
$1,984,125 
68,400,000 

175,903,850 
146,175,000 
356,019,035 
17,054,050 
1,250,000 
7,308,600 
738,651,231 
128,371,068 
413,500,000* 
95,474,000+ 


$2,150,090,959* 
18,758,743,500* 


Grand total 


*Partly estimated. 


$20,908,834,459* 


Amount 
Outstanding 
$1,487,600 
61,103,500 

169,200,645 
142,090,900 
327,537,435 
14,492,400 
1,003,500 
7,303,000 
627,563,875 
124,175,360 
372,151,850 
95,474,000+ 


Interest 
in Arrears 


$178,500 
3,974,400 
60,837,600 
4,328,800 
147,647,500 
12,210,800 
75,250 
5,305,500 
497,283,050 
3,955,625 
15,431,710 
297,181,250} 


$1,048,409,985 
8,868,100,000 


$1,943,584,065 
17,053,494,050 


$18,997,078,115 


$9,916,509,985 


+Based partly upon estimate made by Council of Foreign Bondholders. 
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ECURITY - 
NATIONAL BANK 
OF LOS ANGELES 


Fully equipped to do every kind 
of banking and trust business 
with branches in 61 communi- 
ties, extending from Fresno and 


San Luis Obispo to Imperial 
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to Security-First National Bank. 
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WHAT DO YOU THINK? 


Being a more or less personal talk between the Eviror and the READER 


In Europe 


AMES E. CLARK writes from 

London: “Outwardly one sees no 
evidence of want here. Only once 
since my arrival have I been ac- 
costed, day or night, by a street 
beggar, whereas at home we know 
the ratio is different.” Mr. Clark is 
in Europe for the purpose of study 
and will describe his observations 
in later issues of the JOURNAL. 


ww 
Keeping Fit 
years and seven months 


ago there was a meeting of 
bankers in Chicago called “the 
Mississippi Valley Conference on 
Commercial Bank Management.” 
Its purpose was to examine every 
phase of modern banking, to ex- 
tend to all banks the benefits of 
recent scientific progress in the 
business of buying deposits and 
selling credit, to assure adequate 
service to each community, protec- 
tion to depositors and satisfactory 
profits to banks. The invitation 
urging “bankers to attend that 
meeting said that there had been 
planned a “program of scientific 
study and actual experience.” 


ww ww 


There were 1250 bankers who 
attended this first conference on 
management in March, 1929. 
Since that time there have been 
seven similar conferences: in Port- 
land, Ore., Philadelphia, Atlanta, 
Washington, D. C., Kansas City, 
Mo., Salt Lake City and Nash- 
ville. The total attendance at all 
of these meetings has been ap- 
proximately 8000, but their in- 
fluence has reached every bank and 
banker in the country. The pro- 
grams have covered the whole 
field of banking—loan administra- 
tion, secondary reserves and se- 
curity buying, service charges, float 
and activity charges, account and 
cost analysis, personnel policies, 
duties and responsibilities of direc- 
tors and stockholders, interest on 
deposits, various essentials of 
sound management and coopera- 
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tion through city and regional 
clearinghouse associations. The re- 
sults have exceeded even the hopes 
of those bankers who were chiefly 
responsible for inaugurating the 
better management idea and prob- 
ably constitute as important a ser- 
vice as any association ever ren- 
dered its members. 


ww 


And yet there is no disposition in 
the banking field to regard this work 
as completed or even well under way. 
The eight conferences held thus far 
have been an excellent beginning, 
but the goal of the bank manage- 
ment movement will have been 
reached only when every bank in the 
country is operated at a profit, both 
to its community and its stockhold- 
ers. In view of this fact, it is a 
hopeful thing to record that every 
available indication, including the 
JOURNAL’S own mail bag, proves 
that interest in the subject of man- 
agement is more widespread today 
than it ever was before. What this 
means to banking and to the general 
business health of the nation is al- 
most incalculable; for with bankers 
everywhere striving, through county, 
city, state and national organiza- 
tions, to perfect their machinery and 
serve their customers adequately at 
all times, the prospect is thoroughly 
optimistic. 
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There is no more hopeful sign 
on the economic horizon than the 
increasing evidence of a coopera- 
tive spirit among banks, and that 
brings one to a consideration of 
the next great task being under- 
taken by the Bank Management 
Commission and _ the various 
groups and individuals in every 
state who are working with the 
Commission. The success of almost 
every management plan or idea 
depends in the final analysis on the 
bankers of a given community 
working together—that is to say, 
it depends on the effectiveness of 
city and regional clearinghouse as- 
sociations. 

There are approximately 500 
of these associations at present 
functioning in the United States, 
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and the Bank Management Com- 
mission is planning a campaign to 
double this number and strengthen 
those already in existence. It is 
not enough simply to organize. 
The value of a clearinghouse as- 
sociation to its members is exactly 
in proportion to its effectiveness 
in guaranteeing united action on 
all matters affecting the welfare 
of banks or their depositors. 
Ronald Ransom, vice-president of 
the Fulton National Bank, At- 
lanta, Ga., and president of the 
Georgia Bankers Association, 
wrote a letter to the president of 
each state bankers’ association urg- 
ing the appointment of a campaign 
committee to collaborate with the 
Commission in the organization 


‘of regional clearinghouse associa- 


tions. 

“The present seems an oppor- 
tune time,” he said, ‘‘to encourage 
this. nation-wide campaign and to 
bring to the attention of all banks 
the many advantages which come 
from closer relationships. Joint 
study of operating problems, ra- 
tionalization of interest rates, the 
determination of fair service 
charges and the interchange of 
credit information are some of the 
more obvious benefits which would 
be derived from the establish- 
ment of clearinghouses.” 


ww 


With questions of management 
taking precedence over everything 
else in' the minds of bankers, and 
with the assurance of more and 
stronger clearinghouse associations 
to back up the work and pledge 
the adoption of profit-producing 
ideas, the next twelve months 
should make banking history. 


ww 


The original purpose of man- 
agement conferences was two-fold: 
to hear qualified speakers explain 
specific functions, and to provide 
an opportunity for bankers to meet 
informally, ask questions and ob- 
tain answers. The privacy of these 
meetings encourages the utmost 
frankness and provides an ideal 
setting for the free exchange of 
ideas. There are not many profes- 
sions, or many countries, perhaps, 
where intelligent cooperation has 
been carried to such a high point, 
and as long as this is true, Ameri- 
can banking is in good hands. 
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